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`SUMMARY

The Guaranteed S udent Loan Program, authorized by the 1965 Higher Educar

tion Act '(Title IV-B), is intended to provide students with a means of .finan-

cing part of the cost of education. It works toward equalizing educational

opportunity by'h 1ping students overcome financial barriers. The principal

of the loan is provided by commercial lending institutions or state lending

agencies.

Federal operations began in FY 68, with rapidly increasing levels of

funding each. year since. Bytheer0 of FY 75, it is expected.that loan

disbursements in the program will total $7 billion, with more than 4.1

billion having been disbursed in FY 75 alone. These loans have been made

by Oproxinately,19,000 lenders to over six million students in 8,200 edu-

cational institutions. Among the institutions whose students are-eligible

for loans are traditional two-year and four-year4FollegeS, as well as

specialized and vocational(proprietary)-schools. The latter sector 114A

increased its participation most rapidly from $2.9,Hillion in FY 68 to

218.2 Million in FY 73. For this and other reasons, the Office of

Ecb ation has required funds beyond those,piiginally anticipated for

payme of its GSLP obligations for each of the last several years.

In r ent years\an increasing number of issues have surfaced regarding

the program as a wholexand certain specific aspects of it:

, Federal hosts have increased steadily.;

The extent of future federal liability implicit in new or
issued loans is not precisely known.

Default rates have increased to a level far beyond those that
had been expected.

\''
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Because' lenders are reducing Or eliminating their financial
participation, it is not clear that GSLP can fulfill its
objective of providing a major part of the financial

4 assistance to college students.

The program's social efficiency and equity are questioned
by the high default rate for certain demographic groups
and types of schools.

77
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Even though large data files are maintained on all GSLP loans, these 0

issues were not readily addressed by existing data for two-reasons: (1)

.much of the data needed to address the issues of current importance are

not routinely collected, and (2) the quality of data in existing files is

questionable. As part of a programHto close the data gap and provide clear

answers to these questions, the Office of Planning, 3udgeting,and,Evaluation

(5PBE) contracted -TM Research to. survey and analyze new data relating to a

representative sample of GSLP lenders and borrdWers. The survey .was to

focus on-repayment details, default status, lender procedures, and lender

attitudes. ;This research was also to validate certain items in tne'e)iistirw

data base and to obtain specific data needed to further quantify and expand

the Loan Estimation Model being developed under a separate contract.

Two closely interrelated surveys, one of lenders and-one of borrowers,

were required to fulfill -these general objectives. The specific objectives

of each are distinct. For the lenders survey they are as follows:

(1) to expand on. the information lenders currently report to the
Wfice of Education, particularly for data needed on a one-'
time basis for OE's Loan Estimatioh Model;

(2) to-determine lendet experience with loan-defaults that will
be used both to validate the OE file data 'and to assess
certain qualitative aspects of.the loan portfolio;

(3) to determine some of the important procedures'relating to
lender administration of guaranteed loans--that is,c the
approval, servicing, and collection of such loans; ,

(4) top estimitte some-of the primary costs associated wit} the

administration of guaranteed loans;

(5) to determine some of the opinions, vicAvoints', and more formal
policids that constitute lender response to the structural'and
administrative requirements of the program; and

(6) to determine certain aspects of borrower repayment experience
with lenders, including the getting of repayment terms and
amount of monthly payments.

vi



RESEARCH DESIGN

The research design for this study - reflects the primary interest in GSLP

repayment and
-

default processes. The population of Interest consists of

borrowers who had obtained federally guaranteed loans; including state

guarantee agency loans, and who had one or more loans converted into repay-

ment. Since lending institution practices, policies, and procedures and

borrower behavior are key' issues of this study, two types of data were

required: (1) data on classes of lending institutions, and (2) data about

classes of borrowers who are, or have been, in repayment status.

This research design led to the need for a representative sample of

GSLP lending institutions and a representative sample of GSLP borrowers

Who had reached or completed the repayment stage. Mail questionnaires were;

designed and'sent to sample lenders. Included were a Part .1, covering

; aggregate institutional operations, anda separate Part II, covering the

'behavior of each sample borrower associated with that lender. To further

investigate the possible causes of default by borrowers, a separate.question-

naire was also sent directly to each, sample borrower.; however, a large pro--

portion of invalid addresses and many espondebts resulted in a poor

overall response, particularly forte most important subgroup -the defaulters.

The resulting low precision of estimat s from this direct borroWer survey

limited its usefulness,

data supplied by lenders.
1

In any case, the sample, which was drawn to

and this r rt draws only on the indireCt borrower

,represent the borrowers in repayment, could be (and was) used fqf a direct

survey.

111C prepared a 'sampling frame by extracting tllyborrowers ini repayment

status from the large GSLP data file on participants maintained by the OE

Jivision of Insured Loans. This produced a total of about 1.6 million sample

candidates. The universe file was processed to produce a cluster, sample of
1

A separate report incorporating an analysis ofthe .direct borrower
surve data was provided by RAC to OPBE for internal use. See A. Survey of.
Len rs and Borrowers in the Guaranteed Student Loan P o:ram, RMC Report
UR-228, Nove er 1975,

-
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approximately 10 borrowers from each of 800 lenders. Lenders were sampled

with a probability proportional to the number of borrowers who had reached

repayment status. It was believed that a sample of 800 lending institutions

would be adequate to provide the desired data by the major types of lenders,

The lender sample was stratified by 13 lender categories usedby the Division

of Insured Loans. Steps were taken to ensure that the samples were statis-

tically adequate and that questionnaires were not sent concerning borrowers

who' were not in repayment status. These steps are discussed in more detail

in Chapter 3.

Two questionnaires were developed, one concerning individual borrowers

and one concerning lenders, which reflected the major issues of concern to

OE and the specific research questions related V) those policy issues... The
, .

questionnaires were designed to minimize respondent burden and to focus on

the priority items that were developed with the assistance of the Office of

Education. The lender instrument was/Pretested in eight lending institutions,

which were asked to note any areas of difficulty: After °their review,

approval was obtained from the U.S. Office of Management and Budget (01,1131,`

as is required for all such surveys. Appendices B and C present the full

questio aires and the answers obtained. .Questions were then red0Signed to

c cc the difficulties. experienced by/the pretest groups

Questionnaires were then'mailedt6 lenders in accordance with the sampling

Man. In addition, site visits Ore made to' 39 lending institutions to dis-cuss

lender operatibii"S that m 'It bear on the inUrpretation of the study

data, and to probe more fu, than a questionnaire hllows in some areas.

The completed quest.i5 aires were returned to RMC and kept under lock

and key to enure the co ideDtiality of the results. Open-ended questions

were coded

files were

116 basit questiennaires had been precoded), and computer data

onstiiiicted for the subsequent analySis.

. The c nclysiOns of t1-0 study should be

the complexities and diqiculties ed by
_?

ing loan information "Yectly from a sampl

OTT conclusions and ndations have h

read with some sensitivity tol

any study that relies on collect-

of lending institutions. Since

prepared with these caveats

ln mind, and lekroid complicat . ng this summary with the details of the

viii
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study process, the reader is referred to Chapter 2, which discusses the

following aspects of importance to an informed assessment of the quality of

the observed data and resulting conclusions:

sampling process,

nonresponse to questionnaire items,

incorrect answers,

timing, and

sampling and weighting procedures.

While the reader i8 urged to refer to that material; it is appropriate

to indicate here that no major study finding is pegated by any of the

matters coverpenChapter 2. Its principal airp isto present the'analytic

process unOrlying the results of this study.

STUDY C9ACLUSIONS

'Conclusions Relating to tenders

This st.rvey obtained valid responses from:about 70 perCent of the selected

lenders, which represented about 72 percent of all borrowers in repayment.

Thus, RMC feels that the survey data for lendOrs provides a solid base for

conclusions about lender behavior and attitudes. The following paragraph8"

summarize conclusions relating primarily to lenders.

The lender survey was able to achieve its major objectives with the

following exceptions: only limited quantitative information could be ac-

quired on default. Moreover, the survey did not completely succeed in

obtaining lender costs -for administering GSLP owing to the inability or

unwillingness. of lenders tolcFrovide such data: We did, however, obtain

relative cost informationtfromAmajor cost categories involved in the ad-

ministration of the GSLP.

Participation of Lenders in 15

Lenders participate to serve theii customers or the. community in general.

They see the program as a way to gulfill a legitimate /need of the'eonstituent

population. 0



Nevertheless, lenders are broadly interested.in the economic return to

be gained from participation. However; they are more concerned about not

suffering. any losses from participating in the program than they are about,

maximizing profits. Lenders are dissatisfied with the'extent and growth

of the federal paperwork and red tape required by the program. For most

.lenders, the GSLP represents a very small portion of their total loan in-
.

vestments, but takes a disproportionate amount of administrative effort]

In fact, some lenders regard this as a reason for dropping out of the pro-

gram. Many feel that regular operating procedures in a lending environment

are adequate and they cduld achieve good results without the extra require-

ments iriposed by the GSLP.

Student Access to GSLP

The GSLP h8 not evolved into a student aid program accessible t all

students. Large numbers of lenders have introduced constraints on tudent

eligibility in addition to legislative and OE regulations. For xaMple,

some lenders restrict loans to existing customers, do not give loans to

firstear students; do not give loans to vocaiional'school students, or

rNt4o not give loans to students holding GSLP loans'from other lenders. Their

iionale for imposing these constraints reflects their judgment that the

studen or program is best served by not granting some loans and that

lender fun must be rationed in any program operating at a net 'loss:
of

Effects of Lender Size

Many-of the differences-in lender response'to questions appear related

to ,their level of participation; that is, the size of their inveiPent in

GSLP. For-example, smaller lenders tend to have fewer defaults and spend

proportionately less of their costs in finding defaulters and preparing

claims. They are also more likely to require customer status.before\onting

loans.

Distribution of Defaults.

The phenomenon of default was unevenly distributed among lenders. Defaults

are concentrated in certain geographical areas. liQwever, since lender size

'14
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is also corjelated with default rate, much of the geographical differentia-

tion can be ributed to the fact that certain areas have higher concen-

of larger lenders. Of particular interest is thefact-that vocational

schools that act as direct ]tenders experience much higher than average de-

fault rates, as do savings and loans associations. Credit unibns had sub-
*stantially lower'ower than average' default rates.

Lender Difficulties in Finding Borrowers

Locating borrowers at repayment time was a significant problem for

most lenders. , Lenders al,OCOnsistently complained of the lack of coopera-

tion and assistance from.the.schools in verifying loan status and tracing

defaulting borrowers. w

Data Validity
I

RMC found considerable differences between its survey data and OE's,

GSLP master file for borrower loan status. For example, 44 percent of the ,

t
defaulters identified by the leilder were listed as 5ondefaulters on the

GSLP master file. Thus, any analysis using data from the .GSLP master file

must be carefully interpreted.

Conclusions Relating to Borrowers

Analysis of the data provided by lenders about the sample of selCcted

borrowers plus other related data suggests that the defaulter population

can be distinguished from the general Gap Population 211 a number of dimensions:

higher attendance at vocational schools--in particular, vocational
schools that act as direct lenders;

higher dropout rate; and

Wea4er relationships with the lender.

-

It is interesting thatnither the number of loans nor the amount of debt

was in any way significantly related to default rate.

Defaulters as a groan have a very loose relationShip with the lender

from which they borrow. Many of them do not ever meet/With, the lender.

Aany defaul ers are never found bythe lender len repayment is scheduled

na



Vo begin. Sixty percent ofthe defaulters come from families Idithrio'aecount
Nt,

relationship with tie lender; -:onlY-30 'percent of the nondefaulters-

\As agroup,!vocational.sthbels exhibit default rates more than Mice as

_,..highas colleges and universities. Vocational schools that also act as

direct\lenders exhibit default ,rates_ near 50 percent, which is- about four

times, higher. than the-defaUlt,fates for colleges and universities. Nearly
,Y.

all of the -students who eventually default invocational schools enter with ,

the intention of getting ajob in their fields. Howelkr, two- thirds find
4m

'vto
the.schools are ofJle help in placing them', and only 17 percent eventually

end up with joils.close to their fields of tfaining, We cannot conclude that

the pYpblem is. a lack Of quality to the vc ational program,malthough our

site have - confirmed... this i"n cert6n cases.

RI \ ONS
. .

teNtradle, aking:recommendntions is not a straightforward process

-- especially fora progr as coMpla.Wtsobjective* anth-impacts as-GSLP.

Recommendations requirt value judgments--traffS..betwen°,.,for example-, Pro-
,.

gram'effeGtiveness andefficienq on the one hand and' so14.equity owthe.

other... RIM has;not attempted to resolve such trade-offs in the recoMmendati6As,-

that follow on the principle that this would require potitical decisions' beyond

,the mandate of a contractor.

RecoMMendattons Affecting Lenders
.

CompetitiVe'rates of return tp.ledrrs are important if .GSLP
investment levels are. to: be maintained. AdministratIve
actions that would,reduce lender operating costs or an' in-
crease in the special allowance rate botheontribute to
lender net returns.

Economit xeturns to lenders shouldbe increased significant
if tnvestment levels.of GSLP are to be increased. It does \
not appeaf likely that lenders will divert additionalfundS \\

from,.otherinvestment areas in the absence of'increased corn-. \,

paratiVe rate's of return. Increases.in,interest revenue or
reduced lender costs would-be steps inn the right direction.

Increased efficiency of lender Operations 'could be achieved
through OE actions in three areas,:

,

.(1) defining due diligence in specific terms,

(2) redestgpirig forms .and procedures, and. '

(3) investigating the keasibility Of OE doing more.
central recor4Aeeping, thus reducing lender
costs.



. ,

at

. \Recommendations Intended to Reduce-Loan Default

Certain types of borrowers or Londers should be eliminated
from the programif -the current high default rate continues
and if its impact is as serious as it sees to be. Although
it is possible that equitable access lo student'loans may,
be compromised by such an action; it should be recalled that
°the? pr grams (e.g:00EG) are aimed.atassistingrmany of
the-borrowers that would be affected by such a change.

, Some specific suggestions include adding the ability to
pay as a criterion for loan,eligibility, eliminating voca7,
tional schools from GSLP eligibility, eliMinating voca-
tional schools as_direct lehders,..and-establishing sep-
arate programs, one for vocational schools and one for
regular academic collegiate prograMsFinally, lenders
could beallowedto require co-signers and encouraged,
to require previous family account relationships..

OE should-implement various administrative and policy
changes aimed at.reduarig_high borrower default through
improving the ability t,w1oCate borrowers at.repayment
time and otherwise improving the ability to collect
lo an 'obligations. U

-d's loan collection: process on defaUlted loans. should
be tightened up and a, harder line taken.

10E shold eStablish direct contact with the bOrrower

r the,student or the school should be required to
ptp &-annual-notification to lenders about, change in
status and location

A Consideration should be gived1WliTiting, the extent t
which GSLP school or lendersidthexcessively.htgh,de-,
fault rate experience are continued in the ppgram.

Recommendations` for Further Research

the'following suggeijtions for further researc

quirements for program evaluation and control:

continue to improve.the quality ofethe GSLP data,base,

peri6dically update the findings of this suOey,

R° study the operating costs borne by lenders,

study the operations of selected GSLP stateLguarantee
agencies, and

'.- 0 examine the problems facod by GSLP schools in. partIci-
.

. . pating in the program.

anticipatq further re-

1



:Many Of the,reCoMmendations'We havb made about ,changes ip GSLP policy

are already being seriously considered for implementation-- particularly

those that, relate to eliminatincertain groups or institutions for e4gi-

bility. 1NC strongly urges 05 to,initiate studies into the imPac s of such

actions, both on:thA Schools and on the students. SiMilarly,. Sqm of the

,4,recommendaiiOnsimply the establishment of administrative standards... These

should also bestUdied. Forexample, if financial ability' to repay a loan
, 4

*s added as a criterion for eligibility, thenJurther research into earnings

levels that are.s&ficient fdrrepaying selected loan amounts would be

essential.

15.
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fiNTRODU d ON

//
BACKGROUND OF THE GUARANTEED STUDENT LO^ PROGRAM

The Guaranteed Student Loan Progr. (GSLP) is authorized under the pit-'

visions of theHigher Education Act o 1965, Title IV -B, as amended, and is

4urrentlj', one of the MajoStudent aid programs, of the Office of Educational

The objective of the programis to'.provide students with a means of financing

part of the cost of educatIon. GSLP'supports the goal of.equalizing eduta-

tiOnalopportunity by. helping students oVeicome financial barriers to Tost-
,

SecondarYeducation. 'The4rincipal of the student loan is primarily provided

by over 19,000-11ending institutions, such as commercial banks, savings and

loan associations, credit unions, insurancecompanies,,pension funds, and eli-
r

gible educationsl .ihstitutions. Over 200 educational institutions and a few

state-agencies, make direct loanS.

GSLP provides federal' funds for "interest benefits;" a,special allow-

ance to-lenders,',and payment of default claims to fenders. While the

'student is in school; during a maximum 12-month grace, period, and during

periods of authorized deferment, the federal government. pays the total in-
.,

terest-,con behalf. of eligible students. For loans made prior to March 1,

1973, students, whose adjusted family incomewas less than $15000, qualified

for subsidized loans. Under the Education Amendments of 1972", which became

effective on March 1, 1973, interest is paid on behalf of students whose

loans are determined to be eligible for such payment on the basis Of a. recom-

mendation 'resulting from a needs analysis made by the school. The special

allowance, which was authorized under the 'Emergency Student Loan Act of 1969.

1. The program is also referred to as the Federally Insured Student
Loan (FISL) program. For purpOges of this report, GSLP and FISL are con-
sidered synonymous:

Ii

'0*
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and which may not exceed three percent per annum, varies with the condition

of the money market and 's paid on the average quarterly\unpaid principal

balance of all loans made iter 'August 1, 1969.

The .most recent amendment to the-Higher-Education Act .(11, 32-269)..

which became effective on June ', 1974, changed the basis for determining

eligibility for interest benefits -While students withadjusted family i.ncoMes

or less than $15,000 previously wer eligible for interest subsidies,\the.

amendment established a different nee' test that, as applied by J7lers,

tended to reduce th'e number and/or siz- of subsidized loans. These regulations

provide for, automatic eligibility far ,ann .1 loans up to $2,040, but reqUire

a needs test forthe loan irIbTement from $2,000 to $2,500:

Currently, the maximum individual loan may not exceeds$2,500 per aca

year. The total aggregate loans outstanding may not exceed $7,500 for unde

graduate students and $10,000 for graduate or professional study, including

amounts borrowed at'the undergraduate level.
, .

Any student may apply for a loan who has been accepted for-enrollment in

an eligible school or who is alreily in attendanceand in good standing, and

whp is a citizen of the United States-or is in the United States for other

than a temporary purpose. In most states, half-time students are eligible,

but some state agency programs -equire.full-time attendance. Residency re,
.

qUiremehts also vary insome states,.

Twenty-eight states or private;alencies,and the District of Columbia ad-

minister 'their own guaranteed loan pragrams.. The agencies may contract with-

the couRtission9 of education to reinsure,80 percent of the principal of the

loan if loss is'Acurred bythe agency in'meeting its Obligations to lenders /4

on guaranteed loans in default. No fee is charged for thereinsurance: The/

Federally Insured Student Loan Program operates in the remaining states.

'additon, the Acf authorizes federal insurance for lenders operating on

interest basis.'for students Oho by virtue of their residency do not have

access.to a state program. -Under the federal program, the corrmiission r will
/

insure the lender for 100 percent of the unpaid principal and interest out-

standing at the time the loan enters into default, The insurance premium

charged is one-qUarter of one percent per annum on the principal amount Pe

the loan for the period from disbursement through the expiration of tile T2-

Month period followin-g the expected date of graduation. 0

17
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By Arend of Fiscal Year 1975, it is ,expected that oan,Asbursements

totaling $7 billion will have been made to students der this program. Mote

than $1.1 billion will have been disbursed in Fig Year 1975 alone. These-

dohar figures translate to4participation by over 6 million students, 19,000

lenders, and 8,200 educational institutions." F deral.operations began.in

FisCal Year 1968 and the amountof insured lo .,S increased rapidly dui-ing
..,

the ,succeeding six fiscal,Years. Although loan volume increased iii all types

of,educatiOnal institutions participating in GSLP, the specialized and voca-

tional (proprietary) sector increased its participatioh most rapidly. It

accounted for $2.9 million in loans in Fiscal Yar 1968,.$19.4 million in-

Fiscal Year 1969, $15.2 million in Fiscal Year 1970, $143.2 million in Fiscal

. year°1971, $242.2 milliork in Fiscal Year 1,972, and $218.2 million in Fiscal

Year 1973.( With this growth in all sectors, there 'has been a corresponding

increase in interest benefits and special allowance payments as licell as in

-claims payments.for,death, disabi .ty, bankruptcy, and default. In fact,
because these paymehts have increlsed so rapidly; ithas'been progressively

mote difficulttoestimate accurately the amoynts that should'be requested in

the President's, Annual Budget to operate the Studentiban Insurance and (SLIF).

V& each of thelaseseveral years, the Office of Education 'has- required

far more money than originally requested far payment oft its GSLP oblig4tions.

Because of this, OE initiated research activities, (including the present '

RMC survey) to better Understand the lending/default process and to develop
.

er data/techhicple5rfor estimating GSLP revenues and exp8nditures.

,PUROQSE OF THE STUDY

.Th general purpose and specific research objectives-Of this study may be

best'un erstood by briefly exaniiningthe conditions that prompte&its'initia-

tio Irby e Office of EduCation. Before and.during the project formulation

period, an increasing number of questions had been raised concerning the cost

and effecti ness of the:6.1aranteed Student Loan PrOgraM. Federal costs were

increasing steadily for both its interest subsidy and reimbursement tiY:lenders

when student's had not fulfilled repayment obligations on their loans (i.e.,

defaulted),. Of even greater concern was the unknown extent of 'future federal-

liabilitieS,thatwere implicit in new or already issued GSLP loans: jn,parti-

cular, it appeared that,default rates were increasing to levels far above ex-

pectation and had alreadTcaused several supplemental appropriation requests

to cover Unexpected GSLP costs. In addition, there was increasing concern that

= 1

3 .
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the .program would be' able to fulfill its objective of providing Substan-

tial financial assistance to college students because many lenders were re-

ducing or eliminating their financial part4cipation in GSLP (due to dissatis-
.P,

faCtion as' well as a tightening money market). Furthermore, the very high :

-defaullt rates for certain demographic groups and types of schools raised

several questions of efficiency and equity (e.g Was it''',fare that large

percentages of certain types of students were refusing to repay their loans?).
-.

Addressing these issueg and questions was complicated by the lack of

adequate. data from existing information systems maintained4bIr the Division

of Insured Loans (D11), the group within 'OE with operational'responsibillty

'for GSLP. Even though large computer-based SileS were maintained on all ,--
,

loans ever granted by GSLP ,(both federal' -and state guarantee parts), there

.were twoSignirficant.difficultieS: (1 much of the information needed to

'address current issues was not currently collected, and (2) some data in'exist-
,

ng-files were

ID

f questionahle quality since th're was4often a-do6Siderable

avoidamte or 1;g in lender and school reporting of status changes. It is against
,g--'-

this background. that OF (specifically the Offide of Planning, Budgeting, and

Eva\natdon--OPBE).initiatOd two projects related toGSLP. The first was to

anal ze existing GSLP data files on default relationships and to develop a
.

loan stimation Model, that would allow projection of OE future cash flow re-'

quireM is (for interest; and default obligations) based on the-present mix

of,relat'onshipsof'GSLP loans. The second study (MT's present contract)
. 1;0

required t' collAtion and analysis of new data, specifically'acomprehen-

ive survey of\a,reitiesentative ample of GSLP lenders and borrol46'ts, This
s -,

. .

survey -was intended -tCccibtain-types of data not otherwise available, in-

cluding
. 1 .

-.,,,_`,
repayment detailS, borrowers 4-7,attitudes, lender procedures aR(T (317,--

/attitudes. At the same time, this survey would validate certain ems of

the existing data base arid obtain several data:items-neededto es,imate parg'-

meter values (or refine earlier estimates) in the internal relationships of

the Loan Estimation Model, being developed by the first project.

,41

1. More recently, this organization has been renamed the Office of
Guaranteed Student Loans. In this report, the older title,.Division cif
Insured Loans, is used.
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In summary, both of these projects were designed and sUperVised by OPBE

to improve available data and knowledge about the GSLP loan/default process

and to explore the important issues that are critical to ongoing policy de-

liberations in OE and Congress concerning GSLP. While onare exploratory

and one-time in nature, they will add considerably the limited base of

]o1:oi,dledge about the student/lender process.

During the early phases of this project, and OPBE expanded the gen:-
. \

eral purpose of the survey into more specif c objectives that could serve as

guidelines for the suhSequent questionnaire deiign and data analySiS activi-v

ties. The following paragraphs summarize this information.

The lender and borrower surveys are designed for three general purpose

first, to collect information foethe Loan Estimation Model t not cur-

rently collected.; second, to collect program information-that is currently

r:collected*,.but for which there has never been any-nrm of validation, and,

third, to collect-data that will be used to better understand the possible

causes of Increasing loan defaults among student borrowers.

The specific objectives of the lender survey are as follows:

(l) to expand e information lenders currently report to the
Office of Education, particularly for data needed on a one-

e basis farr OE's Loan Estimation Model;,..

(2) to determine lender experience with loan defaults that will
be used both to validate the OE file c1.0a and to assess
certain qualitative aspects of the loan portfolio;

(3) to d,Kermine `some of the important procedures relating to
leildeiNdministration of guaranteed loans--that is, the
approval, servicing - '..and collection of such loans;

(4) to estimate'some of the primary costs Fissociated with the
administration of guaranteed loans; and

.(5) to determine some of tee4bpitlions, viewpoints, and more,,,
formal policies that constitute lender response: to the
structural and administrative requirements of the GLS
prograM; and.

(6) to determine certain aspects of borrowe'r repayment ex-
perience with lenders, including the setting of repay-
ment terms and amount of monthly payment.

20

A.

t.



e-

Related to each of the specific pbjectives of the survey are numerous

Olities, prOcedures, and administrative variations' that are impOrtant for

a more complete knowledge of the default phenomenon, but for which a ques-
,

tionnaire is
//
an inappropriate instrument. The study design therefor in- ..

cluded extensive interviews at 40 lending institutions, with each individual
q

lender orgroup of lenders Chosen in relation to a particular aspect of the

default process or a part cUlar-set -of-questionnaire items for which RMC -'

ished fo gather additional background information.,

Ti.)e lender and borrower data are also related to the 'OE Loan Estimation.

Model. The Guaranteed Student Loan Program currently,eolleis a larg-

amount,of data relating to the characteristics of the borrowers (including

the characteristics of theirloan"s), the lading institutions, and the educa-:-

tional institutions attended (whic are soMetimes' also the lending institu-

tions). Thesedata,are.part,of the individual loan transaction records,
.. . .

parts of which are recorded in,five separate computer files maintained to

provide processing flexibility for-program operations..

. However,the usefulness of the GSLP Loan Estimation Model is directly

dependent on the validity and. reliability of these data,Whic)-1 represent

over 5.5 million loans, to over 3 million borrowers. To the extent that the

recorded data do not accurately represent.the actual characteristics of

borrowers, loan transactions, and IendinMed 6ducational institutions,, the

'Loan Estimation Model will Produce distorted foregasts-of future defaults,

interest'berrefits, and pre
1

um income. .Presumed4.naccuracy of data. may be,'

partiMly. caused-by defici cies hand problems in /the data delivery and re-
,

cardinO)hases of the GSLS J system. The survey-=-constituting'an

indepenlentrandomly str4 fiedrepresentative Samplewas intended to

reveal the rough dimengions.of data inaccuracy from the GSLS II files cur*-
.0. 4

rently being used bythe Loan Estimation Model;/,4ii addition, certain b61--

rower. repayment and finahcial data th# the program, does not collect were
i---,, (I g

obtained. These data relate to assumptions about the distribution of de-

fault claiM$ over time (partially a function of the length of repayment
9. ,

--.0/

to 1/and to the employment and income-characteristics of repayers on the

one d and defaulters on the' other.

ti
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SAMPLE DESIGN 4

The sampling plan flowed directly from the study's primary interest in .

the GSLP repayment and default processes. The universe was therefore defined

to include borrowers and associated lenders who had obtained federally

guaranteed loans (including state guarantee_Igency lbans)'and who had one

or more loans converted into repayment. This included borrowers who had

ever become-obligated for repayment (even if they never started repaying),

and those who had already fully repaid their loans.

The research design led to thebeed for a representative sample of GSLP .

lending institutions and a representative samplp of GSLP borrowers who had

reache! or completed the rdayment stage. Mail questionnaires were designed

and sent to sample,lenders. Included were a Part I, covering aggregate

institutional operations, and a separate Part II, covering the behavior of

each sample borrower associated with that lender. A separate questionnaire

was also sent directly to each sample borrower.. However, a large propor-

tion of invalid addresses and many nonresnondents resulted in a poor overall

!,,response,' ariicularly for the most important subgroup the defaulters.

The resul Ing low pretision of estimates from-thls,direct borrower survey

limited its usefulness, and this report draws only on the indirect borrower

data supplied by lenders.
1

In any case, the sample was drawn to represent

the'borrowers in-repayment that could be (and was) used for a direct survey.

The only usable sampling frame for the survey was the large data file

on GSLP'partiicipants maintained by the Division of InsuredLoans of the

Office of Edutation. A series of separate,.but interrelated, computer files

are maintained by DIL covering all GSLP loans since the federal program

started in 1965. RMC prepared a consolidated,unduplicatOd computer file

of borrowers and-associated lenders with converted loans 'to use as a universe

1. "A separate report incorporating analysis of the direc' borrower survey
data 'Was proVided by RMC to OPBE for internal.use. See A Su of.Lenders
and Borrowers in the Guaranteed Student Loan. Program, RIC Repor UR-228,
NoveM6er 1975.
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for sampling (since most DIL files are k nt by individual oan and do have

oVerlaps). Borrowers were' selected this file if there was-a_reason to

expect (based on such facto1>as'expecte graduation,date) that they should,

have entered repayment status, even if confirmation of the status was not

on the master file. ,This-Prdvedure wa adopted to avoid possible bias from
,

certain -borrower types not being properly updated on the central OE file,

even though it was recog zed that some sample members drawn from this universe
. ,

would'be dropped 1at&f if initial status confirmations from lenders indicated
,

them to be deferred or otherwisenot ylkliable for repayment. The resulting

total number of borrowers in this universe file was about 1.5 million.

The universe file was processed to produce a-cluster sample of-approximately

10 borrowers from each of 800 lenders. 1
Although the detailed procedures

were those best suited to, computer operations (since all sampling was done

that way), the resultant sample wasrde8igned to satisfy standard statistical
ti !

rules and criteria.

With respect to lender data, lenders were sampled with probability. pro-

portional to the number of borroWers Who had reached repayment status. Thus,

a lender with 1,000 such borrowers woad have 10 times as much chance -of

selection as one with only 100. This pproach of oversampling the large

tenders tended to reduce the,sampling ariability of aggregate estimates

since, in making estimates, the repoTt_of a lender with 1,000 borrowers

was multiplied by a weighting factor only one-tenth as great as that of a

lender-thth 100 borrowers. It was believed that a sample of 800 lend.

institutions selected in this fashion would be adequate to provide the del-

sired databy the major types of lenders.. To ensure representativeness,

1. Initial examination of the lender data base indicated a sample of
more than 10 borrowers would'he needed for a few very large borrowers to
avoid fTw sampling rates for them. -,RIM was prepared to hold special dis-
cussions with those'few-lenders to gain their cooperation, but no signifi-
cant problems of this type were encountered. The number of borrowers per.
lender was not-important for analytical purposes since the responses were
not used to estimate .characteristics of that lender, but rather for examining
the universe of bbrrowers in repayment as a class:
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6.

the sample of lenders was stratified by all 13 lender categories even though

it was known that tabulation and analysis was only feasible for about six or

seven composite categories having sufficient sample size. It was.not possible

to specify the. specific.categories until the sample data had been examined)

Since lenders having over a specified number of7rrowers'in repayment were

selected with certainty, the sampling variation was reduced. Thus, the

range of variability, of lendersizemithin a lender category must be con-

sidered along with the absolute number of lenders.

The general approach was that lenders were ordered by type of lender and

ZIP Code and then a systematic sample was taken with the a propriate skip in-

tervals of borrower . Since the ship interval was expect d to be aboUt 2,-000

(1.5 million divide 0), this meant that any lender aving over 2,000

borrowers converted to repayment was sure to be in the lender sample. For

categorical data-- i.e.., prd0o.rtion of borrowers associated with lenders: that

had a given characteristic, or Ogp,dreions of lenders with a given charac-

teristic--the sample size was desigrie

than two percentage points. For aggrega

to produce s dard deviatiois of less

data, uch as total loan volume by

f

year, the sample was expected to be quite of

were not known until estimates were made f

ent, but the sampling errors

th urvey data.

It Was further felt that there w a need to verify the eligibility of the

e,addresses were requested from the lender.selected borrower at the'sam

The need for

cations that

or cpnAlethsignific

To-eh

should-hVe bee
_ ...............

The borrowers i

verificaPc6 of current borrower status stemmed from many indi-

' master files used for sampling mightb_e_duto date

ourrts-C1C-OtherTerforS concerning the e3 ibility,

feparen- ............... 10 elected borrowers

--Salipie,tast or each lender.

-the-survey-were selected by ,a-systematic sampling pro -_

cess from the borrowers converted torepayment in the,selected lending.in-

stitutions. Th4pro0 cess ensured that each borrower within a stratum who had

reached repayment status would have the same initial chance ok selection. It

was planned. that a sample of about 8,000 borrowers would be drawn. The.
.

chance of selection would then be on the order of 1 in 200,.corresponding

to a borrower file of 1.5 millidn. If data for each of 8,000,sample cases

24
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were 6btained, it would be possible to make estimates for the entire file

by, giving each sample return a weight of 200. However, we did not, of course,

,expect to get data for all 8,000 sample borrowers.
'1 4

11\

We emphasize that, although the cluster sample design minimized the number

nf. lenders that had to be contacted for-borrower data, it did not mean,that the

sample of borrowers was disproportionately concentrated in large- lenders.

Since a smaller fraction of borrowers was taken from a large lender than from

a small one, each borrower had the same chance of selection regardless of the

size of the Tender with which he was associated. OVerall probability Of

being selected was the product of the probability of the particular lender being

selected and the probability of the ,selection of that borrower from among

that lender's eligible group. The borrowersample should give adequate repre-

sentation of any class of borrowers constituting 10 percent or more of the

universe. For example, if the universe contains 1.0 percent from proprietay

vocational schools,, the borrower sample should allow proper estimation of

the characteristics of that group.

The recommended borrower sample size was chosen after consideration, Of

its effect on sampling variance. In ther universe of specific borrowers, we

had various universe control counts, so the sample need only be used to

estimate proportions. Since the sample of borrowers was clustered within each

institution, it will' have a somewhat larger variance than would a simple /

random sample of the same size. On the other hand, the systematic nature

of the sample, should produce some gains of stratification,. For an estimate 10.

of a propOrtion (E) of borrowers who have a given characteristic bas.ed upon

a responses, the standard deviation is governed by the relationship:

Th

ass

0.5

dev

=c
p(1-p)

an estimate of an upper bound on the tandard aeviation_can be made by

min the `cluster sample doubles'the v lance, p equals the worst case of

and 2,500 zomp eted questionnai es we're received. The maxim it standard

ation is "then p 14 or 1.4 percentage points .

/
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QUESTIONNAIRE DESIGN

To implement the survey objectives,"it was necessary for RMC to design

and test questionnaires for collecting data about GSLP Anders and borrowers:

The following paragraphs"describe/that design process.
44

The two questionnaires were developed in several steps. W rkingwith

the original materials from the RFP, a list of major polite" ue'/Of concern

to OE was first drawn up and specific research questions are ,did out.

Preliminary consultations were held between RMC staff ancCOE personnel who
I'

deal with GSLP loans, in particular with repayment terms and claims. Working

with informatioh already available in OE records; it was deterMined_that the

terms Of'repayment per Se were not of central importance, as had

,been thought, ;ince a very high percentage of borrowers who were repaying were

doing o at':phe minimum monthly rate. Rather, the problem of the default

phenomenon- -its frequency, the reasons for its occurrenc9t, and the impacts

it might have, on such things as lender participation--was determi ed to be

a central focus for the borrower survey. Similarly, the concept f the evel

of participation of lenders in the GSL program was singled out a the p unary

focus of the lender survey.

Thus, RMC project staff, worki g imati y with the project M nitor n

OPBE, compiled potential questions "th t were intended to address ese.major.

issues. For instance: What are the yot actors that might acc unt for

borrower default?, Do default rates d'ffer s bstantially between ypes of

school attended? 'What-factors tend t disco rage lender particip tien--

cost'of handling these loans compared with hers, experience wit havidg,

many defaults, low returns on loans? , I

. Working with these questions, RMC staff sabled a first wo ing draft

questionnaire that laid out all the i forma ion required to addre s fhe ques-
.

tions ana gave tentative forftl tO the

versions were quite lengthy and were

z

uestion: themselveAE These\first

sed to a'd in the further sped:flea

tion of priorities for the study. T e.drafts ere reviewed by OPIIBE, by

RAC_staff and management, and i)y, consultants familiamiwith the. policies and

1St



\officers oufa small nuMberof -lenders in the local area were interviewed

informally to determine how burdensbme,some of the proposed questions,for.

lenders would be and whether questions of confidentiality of information

,ould he involved in mounting the surveys.' -

RMC.stSff then redrafted the instruments,
-

taking into'account the need

to reduce respondent burden ,byby reducing the length of the items and focusing'
_

on priority items. A second working draft Was assembled and circulated

within the offices of QE concerned wi$11 program development and administra-,

tion of student'loan programs, as well as within'OPBE. -Mile awaiting com-

ments on this', .a slightly revised version of each instrudent'(the revisions
.

9 .

mainly corrected errors in t) as used-for pretest purposes.

l'oc Office of Education alded RMC with a listof 16 fending instftu-

tjois across) the country. ,The list included the name andgtelephone number
0 ,

of contact person at each bank. Nine of the lending nstitutions'were con-

tacted and eight agreed to assist in the pretesting of oth Phrt I gnd Part.II
.,-

II of the lender questionnaire. Each
.

lender.was asked t note any areas of

ambiguity and to suggest any improvements. Six of these ight institutions

responded within-the necessary time spga,

The pretest proved,Lto be'extremely helpfulin,pointing.up brobleM areas.

These difficulties were COrrected in the following ways:
.

(1) Questions that requireditos much detail or that were a
burden to completemerd'paTed.downtto their essential
components. f-

(2) .Qilestions to which most participants could not provide
answers were eliminated if not critical to the analysis.

.

,

.(3) Questions that were.redundant.or irrelevant were elim- 4

inated,

(4) Questions that were adbiguous,of confusing were clarified-.
and refined.

.. r,

(5) Questions that had inadequate respOhse categories were en-

-lagged.
..

1
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'UNDERSTANDING THE STUDY' RESULTS

4,

a

sTupY LIMITATIONS
,

,
. A

To understand the results of this study, it is essential to-bear in mint the

complexities and difficulties inherent in any study that rests On the collec-

.,, tion of loan information from lending institutions and borrowers. Many of

these features reside in the details of the processes by which data were iden-.

tlfiend collected.' Appendix: A is a detailed .deScription 'of,the field pro-

cedures that were used in this project, and the reader is urged to read that.

I'
4

(

-description carefully. Hoyever, for those whose time and interests will not
.

ternat this, we Present here the key features of an informed assessment of the

quality'of data collected and stability. oog_tfie. conclusions drawn in the course

. of this study. ..

To prevent the readers coming away from this discussion with the.wrong ,

conclusiong, it is useful to reiterate that'these complexities and difficulties
0

are characteristic of many studies of this sort.. RMC's preparation of con-...

clusions'and recommendations has taken these pbssibilitieSinto'account. Even

though,theseiimitations were cognized by OE and RMC,in advance, this survey

1%S.was initiated 'because dat about LP were not otherwise available and this ,
4. C.

'' was considered the.most feasible way of obtaining that information. Of.;the

, , potential, limitations, nonresponse bias is the most significant. Considerable
, t, .

, attention has been given to better\understanding'its impact. The other epali-
N.

fications appear within the range, of acceptability for studies of thi tYPey l
W

and ate-not expected to have significaht impacts on the study. conclusions.-,.

p, Iminediately foli,owing are brief disc sions of the major issues important.f ,-.

--to understanding the- tudy results. Thy al sections of this chapter,sxamine'
% 4. .. ..

the more. important of these at greater length.. -. , /
4 .7'
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Sampling Process

For both lender4 and borrowers, it was obviously necessary for this

survey to address a sample'bf part ipants. While any sampling process

introduces the possibility of errors, this particular Source o limitation

is relatively smell and controllable. As discussed,elsewhere in this re

'port, RMC prepared h-carefully structurecrstratified sample of lenders and

borrowers froth the universe,of all GSLP participants'who had ever become

liable for repayment, as indicated by the master data tile at the Office,

of Education,. Although this was, clearly the best universe available for

sampling purposes, the file apparently misclassified some participants and

had incorrect or missing data,elements for others. Therefore, the universe

represented by the sample used may be slightly different from the universe,

of interest. All -things considered, RMC does not believe that the liMita-

tions produced by this sampling procedure are of major concern.

Nonresponse Bias

Thepurpose of_the sampling process is to
:

eral population (the universe) from whic the sample, was drawn. We would

therefore like to%be able to say that e characteristics exhibited by the

sample respondents are representative the general survey' population.

This .,tatement rests on the assdmption that he response phenomenon is ran-
.

dom; i.e., all the'people in the sample have an equal opportunity to,respon4

e inferences about the gen-

add have exercised it.

Although this is generally not true, it appears to be a very:reasonable,

assumption in the cases of the lender survey and the Survey ofborrower data

supplied by lenders.

First of all, the 70 percentof the lenders in the sample who returned

'questionnaires represents a substantial majorWand includes 18 of the 20

largest GP lenders in our sample: Secondly, the :known reasons'for not,com-
(0.

pieting the questionnaire do not point to a systematic deletion of certain..,

lenders-from the sample (and thus anysystematic source of bias). No adjust-

ments for nonresponse biaS. were therefore 'm t data on lender opera-

tions or attributes because these adjustments wou ed to add

value to the data

2 9
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Given that no significant sources of bias are_apparentli the lender

survey, the,only way in which biases could appear in the borrower data would

be as a result of lenders' sy=stematically not supplying data on certain

classes of 'bdrrowers. In this regard, fhe only systematic patterns dis-

covered by'RMC were related to the lender's recordkeeping methods: Certain

lenders tended:to destroy or put in inactive storage the recordg of loans

that were Paid off (whether normally or by default) and were unwilling to'

retrieve the_inferation requested by this survey. Lender-responses about'

.individuai borrowers covered about:60 percent of the original borrower
41

sample. Coverage of the borroWerresponses was compared with the'original

sample to investigate for nonresponse bias and adjustments were made where

significant'' esponse differences were found (all adjustments were small):'

QItem Nonresponse

A somewhat different type of nonresponse bias iS crea4pd'when.particular

questions or groups of questions are -heft unanswered on a Survey form.ihat

is .otherwise usable. This presents,_little"difficulty in:the tabulation

process since only the:Nalid answers are tabulated and data summations can

be expressed in terms of percent of those responding to a given question.

However, the 'interpretation of the data results may. be weakened Since the

effective sample size forparticular areas of inquiry may be reduced by .

such, items of nonresponse.-,

The lender replies often included a significant number of unanswered '

.questions. In most cases, this appeared t6 be because thetlenders'didnet

maintain their yecords such' that they could conveniently anSwer'a given

question.
1

Some, lenders commented that they were too,buSy to look for the

'information'or even 'to estimate` it separately...2- The largest cht*ry of in-

complete answers was'from,the Part IX, form of tbe,lendel*s' survey4which

1. Some o this effect was expected since one questionnaire had to
be designed for e.with manyAypes of lenders (from small credit unions
to the biggest banks) who kept their records in many ways,and at different "

l!vels'of detail.

(.1 \



5.5

rquested information about individual sample borrowers, A large /number of
these, were returned' almost totally incomplete,because the lenderldid no
have records available' on the borrowers. In some cases, this 'w s betause the
lender could find no record for the loan. HOweVer, the reason ,for this was

usually because the loan had beenfUlly repaid (by clatM or borrower) and

therefore the records had been destrdyed QT put in dead,,storage. pmc was
careful to make maximum use of all data provided, but we were not in'a
position to go back to individual.respbndentS and asic. a second time for

specific data items that were.missing.

cs,

Incorrect Answers

, .

An additional contribution to low data quality occurs if the respon.

dent proviaes an incorrect answer to one or mot' que'stions'On -a compl.eted

questionnaire., Although RIM has., no way'of knowin. g how often this occurred,-
,

special attention was given to minimizing this 'factor where'it could be
observed: All, survey responses wer -e subjected to computer editing that
checked, fora invalid answers.that were outside previously:established ranges.-
oK did not otherwise meet-established

criteria for valid data. This editing
process 'also identified errors caused by incorrect data transcription, key'
punching, or computer processing. These errors were then'thecked and cor-

"rected. Short. of a Separa ,validation study, RMC has no way'of determining
whether the'respondents told he truth; as. long as the

reasonable, they-were accepted as correct statements..
)

tudes and'opiniOns, we were particularly interested in

respondent even if that behavior was determined by perceptions that,,in

answers appeared,

In the area of'atti-

the behavior .of the

reality, were not correct, ,

.1

.

Another factor that must be kept in mind when,interpreting ti results

of this survey and, the conclusions drawn from them is the timing of the

survey. All 'of the statistics a& most of the'opinions in thiS.SUrveY
ti

relate to a..period seVeral months prior to this final report. Statistical

'pata.for loan status and other finantial data v,,ere requested as of January

1, 1974. Since respondents were completing the survey 'about six to eight

31
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.months afterthat,datethe responses from some lenders probably reflect

. their st....and:attitudes at the time they filled out their'questionnaires.

In addition, the preserit i)roGedures for GSLP are somewhat different from

what they were-during-the response periodt ip also certainly true that,,

economic conditions continued to change, some for the better -and some

the worse. These changes probably affected the financial situations of

both the lenders and the borrowers. However, these kinds of lags are in-

evitable in a survey of this sort because of the time required to design

the survey, obtain 01.1B clearance, obtain responses, and write the final

report..

Although changes in economic conditions and program regulations have

occurred, the major problemPof riSing'defaults-and lender relations re-

main. TE believes that thiS normal timing lag.does not significantly re-
,

ducethe usefulness of the reSUlts and conclUsions of this study.

RESULTS OF INITIAL REQUEST TO LENDERS

As mentioned earlier, a two stage process was designed to secure from

the lenuers the most current states and address of each borrower selected

for the sample,. .This provided an opportunity fork validation of certain GSLP

data and definition of the borrowers-tm be covered by later detailed ques-

tionnaires. Follow-up requests were sent to these institutions as required,

and eventually, responses were received from all but 30 of the 78'4 sample

lenderS. Approximately 97 percent Of the sample of borrowers was accounted
1

for by this lender response. The remaining 30 lenders were sent special re-

quests for borrower addresses along with their,questionnaires.

f. RM cannot be sure of the incidence qf the reasons some lenders gave
for not sending addresses for all sample borrowers. RMC received comments
from,some lenders, but cannot be sure,of the importance of extent of these
reasons" among all nonresponding lenders. Based uPontelepone calls and
written comments, it appears that many lendersdid not have the addresses
readily available in their record-keeping systems. Most lenders had records
for "closed" loans (fully repaid by borrower or GSLP) in inactive storage
and were unable or unwilling to search that file system. Of course, many
defaulters were in,that status because the lender was unable to,find the
current location of the borrower.
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The responses provided by lenders constitute one important result of

this survey and they are presented in Table 1. 'All the categories are self-

explanatory,rwith'the possible exception of colUMns 6 and 7. .Where the

lending institution indicated it had no record of a borrower, two subcate-

gories were established by RIE. if the bank indicated it had fully examined

its recoror otherwise indicated it had exhausted its ability to check,

the borrower was recorded as classificationA and no further follow-up by

,X1C was conducted for that institution, If, however, no reason as given

for checkingl"no record," the borrower was categorized as 7 and questionnaires

and other follow-up activities were carried out by RMC. This approach was

used because RMC had indications that many of the "Tic) record" designations

by lenders involved records in dead storage or similar 'tliations.It was

hoped that additional follow-up with questionnaires would nvince these.'

lending institutions to pursue the matter further. For the "no'record"

(category 6), a printout'by individuals was provided to OE so further is lves-

tigation'of the true existence of such loans could be pursued by OE if

.desired.
,

Table 1 reveals that only about 11 percent of, borrowers were not

covered by addresses, with the bull of these being from the "no record

exists" category.

Table 1

BORROWER PROFILE BASFD.DPON INITIAL LENDER RESPONSE

Category

Bbrrower Status Indicated by Lenders
6

(Blank)

No Status
Indicated

1

In

Repayment

2

Paid
In Full

3. '

Default

(except
deceased)

4

Deceased

5

Not Yet
Due

6

No Record
(no

follow-Up)

7

No Record
No Record
(follow-up) Total

With Addresses
,.

, 8 3,158 1,988 736 22 1,128 22a 78
a

7,150

Without AddresseS I , 22 314 43 15 9 107
6..

415 926

Total 9 3,180
.

2,312 779 .. 37 1,137 129 493 8,076
_

Column % of Total 0.1% 39.4% 28.6% 9.74 0.5% 14.1% 1.6% 6.1% 100%

a. Lenders piovided addresses for sonic forrowers for which they did not provide a record of loan status.
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The second biggest category is "paid in full," which, of.course, covers olde

loans and many le, tiers who no, longer keep records on such individuals. All

things considered, believes that fairly good results were achieved in this .

area.

Two categories of b rrowers were nbt used further in RMC's study as a result

of the information recei d from lender responses. Category 5,."not yet due for

repayment," concerned thos students not meeting our criteria for being in repay-

ment status and therefore we e not pursued further. This amounted to 1,137
4

students, or about 14 percent. Category 6 was alsO dropped. This category en-',

'Compassed borrowers for whom no ecord existed at the lenders and, therefore;

no addresses could be obtained fo them by RAC (except for the small number cf

cases where the lender provided an address), despite checking "no record of loan

status exists." These two groups were not used furthet for the survey since it

had been decided earlier that the lender-reported loan status was more likely' to

be up-to-date. Based upon this assumption, neither group of student, should have

been-in-the intended sample of borrowers known to be in repayment, but there was

incomplete information to:knowIthis when the sample was selected.

Table 2 tabulates the ,bOrrower'sample in a different way. (The vertical di -'

mension lists the loan status of the students aS'O'riginaily identified on the

master control file of DIL at the Office of Education. This is the category. by

Which the borrowers were originally identified and §ampledE, although at that tithe'.

t of date: The

information

lows one

we knew that some of the classificatiOn data-were incorrect or o

other dimension, identified by column headings, lists the loan stat

reported by the lenders for the same students. This cross-tabulation

type of validity check on the loan status data as reported-afid maintainer` en-

trally in the Office of Education. The cross tabulation of Table 2 covets

ful; 8,346 students sampled: The apprOximately350 borrowers covered by the 30

nonresponding lenders have been cOmbi4(ed in the first column- (indicated.-by "no /.

code" for the purposes of this tabulation). , This information is generally co

sistent with Table 1, although a slight difference exists because the tabulation,

was preparecLat a slightly different time.

One significant observation concerns the numk;er of defaulters, As expe ted,

a significantly largernumber of defaulters was identified by lenders as'oOosed

J
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. CROSS-TXBULATION OF 1,0.V; STATUS

.

UP Reported
Loan Status

Lender Reported Status
.

0
!, ,1 ,ak,

0.jic!1del

In

R. eolent

Paid
...In lull

Default
(except

deceased) Deceased

.

.

Not Yet
Due

No Record

Row
, Total

No
Follow-Up

i

Follow-Up

k
:Default Fval,

(Coo., 0 or II

1
,
,.-

0.1
0.0

A

o.o

o.o
0.0

0

o.n
o.n_
0.0

1

7.2

0.1

0.0

10

71.2

27.8
0.0

0

0.0

0.0

0.0

1

7.2

0.8
0.0

1

7.2

0.2
0.0

14

0.2

Default
B.inkrupt ,..

l' 1;1:ode

0

0.0

0.0
,..0

0

0.1)

0.0
0.n

0

0.0

0.0 :

0.0

7

11.9 ,
0.9

0.1

0

0.0
0,0

0.3

0

n.o

0.0
o.o

0

6.0
0.0
0.0

3

30.0

0.0
t o.o

10

0.1

Default
(Code N)

26
4.0

7,01

GA

12

1.9

0.4
0.1

41

6.3
1.8

0,5

492
75.9

63.'
5.9

1

0.2

2.8

'6.0

' 8

1.2
0.7
0.1

12

1.9
9.3
0.1

56

8.6
11.6
0.7

648

7.8

In Repaiment.
(Code N)

67

.4.3

18.4
0.8

1,046
67,5
33.3
12.3

198
128
8.6
2.4

68
4.4N

8.8
0.8

1

0.1
, .o ,
,

0.0

95
. 6.1

8.5

1.1

16

1.0
12.4
0.2

58

3.7

12.0
0.7 ,,

1,519
18.6,
,

Paid in Full ,

(Code L)

34

3.4

9.3
0.4

79

8:0
2.5
0.9

682
69.1

_29.7
8.2

16

16.0
2.1

0.2

0

0.0
0.0
0.0.

53

5.4
4.7
0.6

34

3.4

26.4
' 0.4

,

89

9.0
18.4
1.1

987
11.8

'

)ithdratn

. (Code 1)

114
4.8

31.2
1.4

.787
33.3

25.1
9.3

5;8

22.7
23.4
6.4

129

5.5
16.7
1.5

3

0.1
8.3

, 0.0

658
27.8
58.6
7.9

30

1.3

23.3
0.4

107

4.5
22.2
1.3

2,366

.18.3

.1

.

Graduaf64
(Code G)

a

122
4.5

33.4
1.5

1,213
14.4

38.7

14.5

837

30.6
36.4

10.0

48

1.8

6.2
0.6

2

0.1
. 5.5
1 0.0
-.

309

11.3
27.5

3.7

35

1.3
27.1
0.4

165
6.0

34.2

2.0

2,731

32.7

Blank
(No Code)

_i

1

2.4

.0.3

0.0

-, 1

2.4

0.0
0.0

4

9.8

0.2
0.0

11

26.8

, 1.4

0.1

19

48:3
52.8
0.2

0

0,0
0.0

.0.0

1

2.4

0.8
0.0

4

9.8
0.8
0.0

41

0.5

Colvin
Total

365.6.-'-.
4.4

3,08.0
37:0

2,300.0
'AM

771.0
9.2

36.0
0.4

1,123.0
13.5

129.0 .

1.5
483.0

5.8

8,346.0
100,0
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to the central OE records. Where the oVtginal sample had 8.1 pe cent in the
a

default and deceased category, approximately 10.3 percent fell ir this cate-

gory based on the more recent lender indicatioij. This-higher p rcentage

of defaulters was expected (and desired) due tc advance indicati4is that

the GSLP claims and collection S file (from whi ttie sample was awn)

omitted significant numbers of claims that had ot.yet been proc ssed or

submitted. The desired result was a larger nlnTber of defaulters for the

purposes of this study..

In terms,of the resulting sample_that could be used for mail purposes,

RMC was satisfied with these results:. While it is true that the effective

sample size declined owing to the exclusion of about 1,500 borrowers (be-

cause they were not yet due for repayment or no record existed), almost All

of the decline was in the nondefaulter category. Such sample attrition was

expected and was one'reasen the initial borrower sample had been increased

om,4,000 to 8,000 during the design phase.

SAMPLING PROCEDURES

---"

The lender sample was drawn and structured in standard ways, without any

significant adjustments that would need to be explained here. However, a few

features of the borrower sample, and of the weighting procedures for both

samples, deserve to be mentioned.

Borrower Sample

A primary concern of the borrower sampling was to ensure that de-fathers

were represented adequately. Tables A-3 and A-4 in Appendix A display the dis

."" tribution of the loan status of bortowers by the lender's ZIP Code area, both

for the universe and for the sample. The proportion of borrowers with defaia

codes in the sample (8.1 percent is about-the same as the proportion-in,the

'Overall universe (8,4 percent). We do not, however, place much credence in

this proportion as A measure of the program's default rate since there was

a known lag in obtaining thatsstatus from the DIL claiis and collections

file, which at the time of cur selection had 138,0-00. records. -Several months

later, the file contained over 215,000 records, which was probably the result

36
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of intensive efforts by the Office of Education to update its records and

the in4easing number of claims received by OE. It is lilcely that,

if our universe liad been created four nths 14ter, it might well have, shown

ercent of its borrowe s in d fault status.

orrowe s and lenders. sample pro-

for assessing the status and

Stratification by lender type en-
.

is. Or4ering lenders by ZIP Code

ed a go d geographic distribution,

12 percent to 15

RMC believes:that,'in general, the

duced by-these procedures is very sui

problems of GSLP rel4tive to repayment

sured a good represent4tion on that ba

before taking a'systeMatic sample en

even though that variable Was not expe ted to

distributions of-thll ample and universe presen

graphs show the resin. s.. Although the'question

faulter sta s preclyded stratification on that

ve any major effe t. The

ed in the previous two para,

ble qualitY of. data onde-

basis, the resulting sample

aboutinclude, the desired number of defaulters (which increased later

25 rcent*When the lenders reported-theiClatest loan status).

Weighting Procedures .

The lender. selection procedure ou lined aboYe amounted to lining'

lenders in t he universe below avcerta size (1,416); bytpeandthen by

ZIT Co That line was lit into i tervals reuestfiiing 1,416 borrowers

each; one lender wa elected from ea h interval. The lender selected is

viewed asrepresentative-of the lenders in its interval, and that lender's

borrowers as rOresentative of-borrowers for lenders in that interval.

it was apparent that if estimated parameters for

,eadh intetViI were desired, then the sample, lender should be weighted by

the-ratio of the interval size to the lender/size. For example, if the

sample,Iender had 20 borrowers andreported lo s of $100, then a reason-

able .estimate for the interval (since we

geneity5 was the ai+age loan amount for

borrowers in the interval (1,416); i.e.,

expec:(1.4 high" degree of homo-\

the lender times the number-of

$160 t(l6) . The quantity
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(1,416/20) is the lender's weight. ThuI, the estimate of total responses

of lenders should' be weighted by the inverse of their probability of enter-

ing the sample. Weights are:

1 if ni > 1,416, and

1,416
if n. 1,416,

n. 1 '
1

a.
where n- is the nuMber-of borrowers for lender i. ,

1

One problem arose in connection with the weighting Of the lender ques7

tionnairers because a'significant number of44ample lenders had consolidated

or merged with other lenders. For example, although theP-Bank of America

was represented several times in the ender sampleusually as a certainty

lender, but sometimes as a noncertainty leAder--it returned one question-

naire for 'the ,entire bank. There f'S' no puiblem in treating the certainty

Bank of America branches as one lender. However, if te noncertainty-

branches had been properly elccluded, additiOnal noncertainty lenders may

well have -been included in the sample. In-any event, itawould have re-

sulted in a different selection of noncqtary-ienders. We have chosen to

use the origingl weights ,ignoring the very slight adjustments that. could

be iade tojefleet-the'fact that several ceriaintylenders are "representa-
.

tive' of a set of borrowers slightly rger t4qtheir own.,

S milar procedureS using the inverse o eir probability of selection,

were u d so borrower responses would ,be.weig ted to produce accurate esti-

mates of,totalsfor,horrowers_in the program.
.

REPRESENTATIVENESS 'OF THE LENDER SURVEY OF BORko R DATA

In previous sections, the sampling plan and procedures were discusSed.

Briefly; the borrower sample was 'Stratified by,lender'Ope'and. lender ZIP

_ C , and borrowers ,were selected in a systematic fashion using a random

sta technique. -While the sample charactetiStics-were compared With other
( =.

sourc to establish their representativeness, the possible effects of non-

response a e a separate question. In this section,. the problems that arose

23
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because of the relationships between thelender response:rate and important

program variables will b41 discussed. Respondents. and nonrespondents will

also be compared to examine the nature and strength of differences between

them.

The variables used in thiaection come from the files of OE and provide

unbiased classifications with respect to response/nonresponse. Although thee_

data defined by these classifications are known to have significant error

rates, there is no reason to believe that the errors are related to the re-
.

sponse/nonresponse division. ThTfore, no systematic errors should be in-

, troduced into the*eross-tabulations.

the source of information al-writ sample,borro&Qrs came from lenders.

This survey has a minimal nonresponse problem because the 60-percent response

rate for lender-supplied dateabout borrowers was relatively high and be

cause the self-interest motive does not impact upon the socioeconOm* pro-

file of the tea ondents as it would in a direct borrower survey. Nevertheless,

felt th t some Consideration should be given. to possible biases.

No subs tantiaf soirces pf nonrepresentativeneas were discovered when the

respondents, ere .contrasted with the sample alo the dimensions of sex,

race, loan, tatus,-school cpntrol, program type, and school size.-

One no/able difference, however, was that defaulters were slightly Over-

, represent d, accounting for 10.2 percent of the responses, while composing

only 8.2,percent of the sample. Table 3 show S' the complete distribution of

loan statases. The table also displays the appropriate weight adjUstmen.t.

Almost no other differencesNere as large as 2 percent; the6largest-were

observed in the'vocational category of the program type variable (25.9 percent

vs. 23.5 percent), Table'4. The percentage difference is very small'ktd

cannot be expected to impact significantly on the study's. findings..

The defaulter adjustment will be. used throughoutthdetaulter ana sis;

it Will allow the reader to interpret the following tables'ds providing'
,

estimates of the characteristics of the population_ in repayment-and in the

GSLS II files as.ofDecember 1973. The important point here
1
is that coM-

pensating for bias by making the respondents "look" like the GSLS files allows'

39
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Table 3
.

CONTINGENCY TABLE FOR RESPONDENT/NONRESPONDENT BY LOAN STATUS

(percent)
4' T

Borrower
dStatus Respondents Universe

Death 0.1 0.1

Disability 0,0 0.1

Bankruptcy 0.1 o.f

Default 10.2 8.2,,

In Repayment 23.2 19.7

Paid in Kill 12.3 14.2

Withdrawn 23.1 27.50

Graduate 30.1 = 29.8

Unknown 0.7 0.5,

Adjustment7-defaulters: 0.78
nondefaulters; -1.00.

Table 4

CONTINGENCY TABLE FOR RESPONDENT/NONRESPONDENT BY PROGRAM TYPE

(peont)

Program Type
Nonrespondentl, ' Total

College,and
University

.. ,

68.9 65.2
fy

Junior College
and Institute 8.6- 8.6

Specialized'
and Vocational 23.5 25.9

4,903 respondent cases
7,800 total cases

\ 40



inference .about the° files, but not necessarily about the me repayment

population.- ecifically, adjusting the respondent default rate to .t

file default te, when the actual default rate is probably much higher,

cannot be said to truly cOmpensate for this bias:. Therefore, when default

is examined, the percentages of defaulters with given characteristic will

be estimated and the ratio of default_rates will be'considered, but not the

ablute'percentage.of a particular group who are defaulters,

No attempt will he Made to estimate the precision of the- estimates; how, -

ever, each table will show-the underlying number of'responses in each rele-

vant subpopulation. A reasonable measure'of precision is (under the assump-

tionthat the characteristic,is approximatelybinomial):

1-/2

Standard Error
[2 "P (1-P)

1or, since P (1-P)< #
4 1/2

8tandard-Error -J
2 Cases,

geTe-Tigure L. 'Ear quantitative variableS; the usual sample.standard de-

viation will sometimes be displayed.

4

1.. While it is assuMad that fhe central GSLP files include ali loans..
'guaranteed; inaccuracies in certain class44cation data fori some loans (such
as default /repayment status) will contribute to differences-'in defining the
'popalatioh of interest for this study; i.e., the borrowers in repayment.'

.c
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. SURVEY RESULTS

ANALYSIS APPROACH
4

This chapter presentsand discusSes the results of the survey of lender

policies, proCedures, and problems. As discussed in Chapter 2, the study

design included a comprehensive queStionnaire sent to a stratified, system-

atic sample of 784 eligibleGSLp lenders, Although a separate chapter sum-

marizes the results of the site visits to approximately 4Clenders, this

chapter draws:upon that infOrmatiOn and experience when it can help.interprei

or explain the data from the mail survey. Data from. Part II of the lender

survey about specific borrowers in the RHC sample are discussed in the

final section of this chapter.

Almost all the-subjects covered by the questions are discussed in this

Chapter under the assumption that ivis important to examine al; available

information -that, might helpin understanding the behavior and attitudes of

GSLP lending institutions.
,

There are two approaches to examining the data from the lender survey.

A meaningful argument can be made for'each, depending on the type'of issue

being examined or the tkype of decision-maker involved. The two approaches

lender

in GSLP.

are to tabulate (Or weight) the Survey answers considering (1) each

equally, or (2) the proportionate level of activity each lender has

The first approach assumes each lender'participating in GSLP is of

equal interest to 0E. In one sense, each lender that is-unhappy

complains to its Congressman cannot be ignored. However, is a wide

range of lender sizes and OE should probably be more concerned if one or

43k,
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6.

t

more large lenders had serious problems or dropped out of GSLP. -Thus the
<t

secOnd.appreach Would,explicitlytake into account'the impact of each lend-

er respondent Oh the loan program by weighting its response's by its relative

logn volume. In other words, instead of listening to each lender voice

equally, each lender is considered to be speaking for the whole number of

GSLP borrowers it represents. In the lender analysis and presentation that

follow,.RMC has taken this latter approach in most cases. Each lender res'-

ponse has been represented in the tabulation by its number of borrowers in

.repayment;) this-use is consistent with the defined interest of this study

in the processes of repayment and d4ult. (An,alternative would have been

to use total dollars, invested in GSLP as a measure of a lender size, but an

-extremely close correlation, exists between the two measures#in any case.)

The end result is tabulations of total borrowers correspofidifigto'a parti-

cular answer; appropriate inflations have been included for differential

sampling proportions for lenders and for thesize of the lender in the pro-

gram. 'Estimates of population. totals are not of concern since the analysis

is in terms of proportions,' Nonresponseadjustments were not judged neces

sarj, because the .lender response rate was, sufficiently high (about 70 percent)

and since only proportions and ratios'were needed, or the analysis

The analysis of the lender survey requires examining the mass' of lender

data from a variety of points'of view. In fact, choosing the particular

dimensions from among the many available that might provide'insights into

lender behaVior.or effects is an important task. RMC first examined.

(i.e., disaggregated) lendei responses alohg several' dimensions to see

`which ones were useful in explaining or understanding lending behavior.

The criteria focused upon variables that had a logical ortheoretical basiS

for affecting lender activities and that served to differentiate relation-

ships in the actual survey data. The several variables that best suited

th,i_s purpose hWeheen used for further analysis and are brought into the

1. Borrowers in 'repayment include all those who ever reached the point of
becoming. obligated for repayment, whether they actually repaid,defaulted, or
are still repaying. This value was calculated fromthe OE GSLP master file
(dated January 1, 1974) and is,therefore consistent with the data and criteria
used for selection of the lender sample. This source was considered"prefer-
-able for weighting because it provided consistent data for all lenders.
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subsequene discussions of this chapter wherever they contribute to identifying
' Or explaining relationships.' For example, the level of activity. of a lender

in GSLP varies greatly and almost all subsequent analyses' separately con-.

sider.the effect of this explanatory variable (meas4red by nuMber of bor-

rowers in repayment). Geographic location of the lendet was separately used

for cross tabulations dnd is - discussed in several places where it had a

meaningful effect. For this study, geographical location was measured.by

the1,10 ZIP Code national areas (identified by the first digit of the five-

digit ZIP Code). The type of lending institutions (i.e., commercial hanks,

ZIP' CODE NATIONAL AREAS

ALASKA &
HAWAII fl

ICE.

PUERTO
RICO s .

VIRGIN
IS. Et

Credituhions, etc.) was separately tabulated for most survey questions but

it was judged useful in only a mall number of areas of investigation (parts.;

bec use about 70 percent of GSLP loans are handled by one type---national and

ate commercial banks). In addition, other research has shown commercial

lender type to be of little use in,exprdiningGSLP de4ult.

Consideratioriwas TiVen to looking:separately t GSLP loans insured di-

rectly bythe federal goVernment and loans insured by state guarantee

agencies. However, examination of state agency programs 1;!weal.ed such a

wide variety of program differences that it-is not logical t4 accept state
)

agencies as a group to be-a meaningful unit of analysis. Th -number of

sample lenders in a given state is not large enough to do se crate analysis

on that basis.

RESPONSE PAlitRN OF LENDERS

The overall respOnse pattern OfIGSLP le 'Ors in the MC 4ample \ws very

good. By the time survey cut-off was applied, 512 compl ted'responses

had been received by \1114C. In addition, these responses included another 41

sample lenders that were subsidiary to other sample lenders or had been

otherwise consolidated. Since their financial data were consolidated and

leader policies /management Were common for each
ca

of these parent-subsidiary
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combinations, it seemed appropriate to use their responses in the consoli

dated'forth.
1

This problem of consolidation among lenders Was recognized

during the .stuJY,design.since the GSLP master file used for sampling pro-

vided no way of identifying such dependent status. The decision was made
.

to
treat 4s separate reporting, units all sample lenders who responses

showed them to be separate decision- ma1cing.units.

Includihg these consolidated lenders, a total of 553 lender of the

ample of 784 are accounted for by the final data, for agross re onse

ate of 70.5 percent. This iesponse rate compares very well with r tes ob-

ained froM other lender
s
surveys with whichmeare familiar. RMC was old

informally that the American Banking Association (ABA) questionnaires to

its commercial bank members often obtained'about a 50 percent response rat

In additiOn, many of the regufar or special requests to GSLP lenders for

information sent out by the GSL program office produced response rates much

lower than 70 percent.

With a response rate-on the order of 70 percent, RMC believes anylbias-
.

from nonresponse is likely to. be small and have little, if any, effett,on,
r

Conclusions drawn from the analysis of the'data. Therefore, no attempt'has

for nopresponse. However, one area of

expected (and could be examined) ,is, by

reslts of that examination. ,It'is)

been made to adjust the lender data

differential response'that might by

Table82 presents the'lender size

seen that 1

sponded at

ably a combi

to complete

manpower aka

lenders, RMC

rowers repres

rger lenders (as measured by GSLP borrowers in. repayment) re-

somewhat rate than small lenders.' This effect is_prob-

on of (1) the t&Idency of small lenders not taking the time

he.survey form- (scime said they did not have the time or the

lable), and (2) during the telephone follow-up to pOnresponding.

concentrated on the larger, lenders to have as many GSLP bor-

nted as possible. As'a result;,if any nonresponse bias exists it

would be toward over-representation of larger lenders (only if their re-

sponses'are different from other lenders). In most of the analysis in

this chapter,' lender responses are examined separately by lender size to

ensure the ability to isolate any possible bias.

1% Alternatively, it could be considered that those 41 lenders should
not have been identified separately in the universe (or in the sam!le), re-
ducing the effective sample size to 743.
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Table 5

LENDER RESPONSE RATE' LENDER SIZE

Lender Size
,

(borrowers in ,

repayment)
Sample
Lenders

Responding'
Lenders

Riesponse

Rate
(percent)

0 -100 210 127. 60

100-199 121 76 , 63

200-299 68 48 71

300-499 96 65 68

500-999 97 71 73

1,000-1,999 84
, /.

69 82

2,000-.2,999 25. 18 72 \

3,000;3,999 9 8 '89

4,000 -4,999 !.10 '9 90

5,000 and over 23 21 91

Total '743a 512a 69

a. Not listed separately are 41 lenders in the original samp1e
that were reported to be consolidated or merged with other
lenders in the sample. Data covering those lenders are in-
cluded in other lender responses.
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The response rates above are based upon unweighted data that consider

each lender equally, irrespective of "ts size or probability of sample se-
.

1 ction. The discussion of survey res is in subsequent sections is based-

on ata that were normalized to reflect he fact that ceiaiin sized lenders

were elected with greater, probability. er adjusting for samplingfratiosi

the reseonding lenders represent 1,112,000 bo owers , which i8 71 percent of

the total ,5641343 borrowers known to be in the repayment universe at'the

time of the ample selection. Even though this survey can only technically

make assumptio about the remaining nonresponding group, RMC believes that'

conclusions and r- ommendations based upon the lender experience,with over

1.1 million GSLP bo ewers -ought to be on fairly solid ground.

LENDER PARTICIPATION IN LP

The. level and trends in participation of eligible lenders in the

Guaranteed Student Loan PrograM a significant question fqr the Office of ,

Education. Without the availabilit of investment funds frOm lenders, there

would be no loan program. The Success the program is directly dependent

on such participation, but it is basically oluntary on the part of the

lenders. Except for persuasion and exhortatio OE cannot force the lenders

to commit funds to this program. It is hoped that some combination of the

ability to obtain interest on funds loaned and service to the,community and

to lender customers will motivate lenders to commitlunds to the program.

During 1973 and 1974, the level of participation by lenders started to de-
.

cline and the Office of Education was concerned that lenders would eliminate

or decrease their dollar participation. ks a result, this subject became

one area of focus for,the current survey to lenders.'

Especially during the past two years, it is likely that there has been

an interaction of many factorsAffecting lenders' motivation to commit funds.

During part of this period, modifiCatibn to the federal legislation insti-

tuted a needs` analysis. as a criterion for determining. the amount of loan

.funds an individual student needed and could be loaned.1 In addition to

creating a somewhat confusing situation about the amount of guaranteed loan

funds a student could be provided, this requirement. tended to reduce,the. .

1. RMC did no c011ect data nor conduct analysis on the effect of this
needs analysis requrement'since its recent introdUction date'prevented its
having much impact on the areas of default and repayment, which were the main
areas of the study.
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average size of loans. Another important factor that operated during this

period was the unusually high commercial interest rates (which implied a

high cost for funds obtained by lending-institutions). . National economic ,

conditions remained unsettled and uncertain during this period as well.

It is important to recognize that lenders answered the questions to

this survey during the third quarter of 1974 (and in the fourth quarter for

slow respondents). As a result, their answers to some questions might

have been different at an earlier or later period. In'fact,..the site visits-

at lenders during the fourth quart* of 1974 and the first quarter of 1975

revealed signs of increasing interest inTuSIP investments, prObal)ly moti-

vated by the declining commercial interest rates -and slowing demand for

business loans (which constitute alternative investment. pportunities).

One section ofthe RMC lender survey asked' lenders what importan e

;their institutions attached to various reasons for continuing:particiJation in

GSLP. Table 6 presents the results of the lender replies. Lenders identify

three reasons as very unimportant in their decisions to participate in the

.GSLP. The most interesting of these is the profitability of the loan. In

other words, even though almost all of the participating lenders are in

business to make an overall profit,by farthe bulk of' the respondents said

this reason was either not important or'only somewhat important in governing

their participation. This factor ranked fourth out of six factors identified.

In given

the strong tendency, among *elenders interviewed during our site visits to

be concerned about the low profitability and high cost of operating the

GSLP.. Admittedly, there may be a factor here of lenders wanting to maintain

'a, good image; i.e., teing known as service-oriented rather than profit-

oriented, especially Concerning government-guaranteed loans for educational

purposes. This question could also hve been interpreted by lenders to refer

only)to the situations where profits were positive;i.e., income exceeded,.

-cost. ,During our site visit interviews,. it was commonly expressed that the

lender would be satisfiei if the program at least broke even (recovered the

lender's cost of operation, including,the cost of money) and,that a positive

profit in excess o£ this was not really needed to justify participation. ,In

the same breath, however, the lenders added that they could not rally justify

accepting significant loSses to remain in the program. Lven recognizing
. -.

these qualifications, it- appears significant thatthe bulk of the lenders

1 49
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claimed in a 6'1-ml questionnaire that the profitability of the loans was

not a very important factor in their GSLP investment decisions.

At the same time, however, a strong lack of importance wasatyched to

the federal government's request or encouragenient for GSLP'participation.

The federal leverage here is admittedly limited. This statement on the

part of the lender indicateS that incentives and technical-assistance may
/.

be more important in obtaining lender commitments than a mass of rhetoric

appealing to their support of public polity and federal goals.

The third unimporthnt area involired service to clients of an. affiliated

edtcational,institution (which rated,as extremely unimportant in the lenders''

view). This area -was investigated partly because of claims that close'ties

betweeneducational institutions (particularly vocational-oriented) and

lenders had led, or could lead, to abuses of GSLP., Our site visits to a

few of these school lenders indicated this factor had an extremely important

effect for some particular institutions. It may well be that this factor

was very important forrthe small number of institutions affected, but highly,

unimportant for the large number of institutions not affected. In answer ,

to a separate question, 13.5 percent of the lenders surveyed stated that they

did have an association with a particular educational institution suql that

any or alr-of the school students received their GSLP loans through that

institution. (In only 19 percent of these caseS; the lenders 'and schools were

both affiliates of a common parent company; the rest of the lenders conducted

a large amount of school banking activities.)

The reasons having the highest positive *pact on lender participation in

the program was clearly service to family members of existing customers and

general assistance to the community in assisting educational attendance and

financing. Of course, both of these are key elements in the lender's claim to

serving the community. Our site visits found many institutions where access

to GSLP loans was restricted to present customers of the lenders or their family

members. This was verified by the fact that, in a separate question, 61 Per-

cent of the lenders in this survey indicated they alWayiS determined whether\

the applicant or his,family was a current customer when they processed the

original GSLP loan application. In some cases, the lenders used their custo-

mer requirement as a way of rationing the availability of limited GSLP loan

funds. It also reflects the lender's view of the objective of the program.

Access to potential future customers was listed as an important reason,

but at a much lower level of intensity. This of course, is related to the
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business interests of the institution in that granting a GSLP loan would,0

theoretically,greate future ,economic benefits by -biiinging-in customers for

Other lending activities.

The righthand column in Table 6:rianks the reasons for lender partitipa-

tionebased on the lenders' identification of the two most utportant,factors

for their institutions. The rank shown is based on the combined effect of

the factor being either first or second. The rank order of importance is

consistent with the previous discussions of the factors considered oh. an

individual seriTice tothe community and customers rank as most

important, with federal government request and service to affiliated in-

estitutions as the lowest.1

In later questions, RMC asked if there were conditions that would en-,

courage the lender to substantially increase the level of its current fihan-

cial participation in the GSLP. Over 70 percent of-these lenders answered

no to this question. This' 70 percent represents 52 percent of the borrowers

in repayment, thus indicating that small GSLP lenders are even more4eluctant

to increase their participation than large lenders. The question gave ex-

amples of such changes as operating procedures of GSLP, the money market, in-

terest rates of GSLP loans, or terms of repayment. The fact that changes in

any of these conditions would not encourage 70 percent of the lenders partici-.

p ting in the program to increase their current level should be very signifi-

Cant to the Office of Education if it attempts to prevent declineS in total

dollar participation or to increase that total.,

Table 7 presents the results.of RMC's question concerning short-range.

expectations of the lenders with regard to GSLP. It is seen that only a

small percent bf lenders expect. to cease lending under the program. This

information is important because at one time there was strong concern aboUt

lenders dropping out - -even to the point of threats by Some lenders to carry.

out this action. .
In the same vein, lenders representing only 12 percent of

the GSLP borrowers plan to significantly reduce'their current level of lending.

Most lenders (49 percent) plan to continue their present level or state

1. The rank order of these factors was essentially the same when re-
sponses were weighted equally by lenders or by their GSLP volume, thus indi-
cating lender reasons for participating were not materially affected by
size. The only major difference involved an interchange of the first and
second ranked factors. Small lenders tended'to evaluate service to existing
customers higher and large lenders evaluated general-assiStanceto the com-
munity higher.
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Table 7

LENDER GSLP PAgTICIpATION'EXPECTATIONS

,

Lender,Short:-termluExpectati
for GSLP Participationa, Percent

Plan to cease new lending
. .

Plan to reduce lending 10 percent
or more

12

Plan to continue present level
(plus or minus 10 percent)

49

Plan to increase lending 10 percent
or more

6

Participation will depend on
customer demand

23

a. Lend r,responses have been weighted by borrowers
-in repayment.

Lender nonresponse on this question was only 1.5
percent.

c. Above items do not add to 100 percent because of
respondent use of "other" category to reflect a
variety of miscellaneous expectations.

4-
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that their participation level depends"directly on customer demand (23 per-
.

cent). At the same time; only 6 percent f the lenderS have plans to signifi-

cantly increase their level ofilending. 'Presumably; this short-term expecta-

tion situation should reflett possible imPacts oh the total GM' .program

since these data have been weighted basede n the number Of borrowers in re-

payment
1

payment and almost all samplerespondents. answered this question. The dis7

tribution of lender expectations reflectstthe lenders' intentions at the

time of the survey (which was a time of a ifery tight money market) during
.*;

which lenders were likely to have reassessed their policies. All ins all,

the stated lender expectations indicate a Viable situation concerning the

availability of loan funds. It would appear that expectations leading to

declines in participation would be even lets under better and more stable

national economic

Table 8 sumilarl::es the irnder crit;ciAis', that discourage GSLP invest-

ment. The survey asked the lender to evalate various lactors that might

discourage it from continuing.or increasing participation.. The relative

imPortance'of these various lender disincentives is obtained from a ques-

tion that asked the. lender to s4)ecify the two most important disincen-

tives. The righthand column in Cable 8 presents the combined rank based

on the factors that were identified as either first or Second. "Lowin-

terest rates compared to competing uses of ands" was clearly the most im

- portant disincentive to lenders. This is n t surprising at all and warrants

no further investigation: While,seven other criticisms are evaluated about

the same (very important), two factors are r ted unimportant: the high

cost of processing payments is only,"somewha important'; and other student

assistance programs are strongly not import t."

The second.ranked criticism is "governmen delays in paying clatni,

against defaulters." The larger lenders rankled this factor high, as a dis-

incentive. In fact,,this factor shifted, front ranking sixth when lenders were

weighted equally to ranking Second when weiglitted,by borrowers in repayment.

When examining this, variable by lender size categories, RMC found that r.

lenders representing over 78 percent of the borrowers in the largest banks

(over S',000 borrowers in repayment) rated this' factor "very important."

The larger GSLP lenders must have been more intensely affected,by ClaiM de-
,

lays in the recent past.

5/1
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This relative concern of the lenders should of use to the

in its dealings with lenderS- as well as those, 1 nners 5p n ed with changes

in the legislation and program guidelines. These factors reelect the self-

interest of the lenders, but at,the same time identify the al
\

ias of possible

improyetent that are likely to have significant impacts Fin the participation
. .

levels of *Lenders. llereare, of course, sts to the ederal government

for iMprovements'in some of these'areas (such as high interest rates) against

which contemplated changes.must be compared. . 4 ,
. \

.

RMC also asked an.open-ended,questioW.Of the lenders to identify . ,

k,

;conditions that Would encourage increased GSLP' participation. The various

suggestions of the lenders,in respcinse,to this question were ,:oded and

categorized by RMC and the, results are presented in Table 9. A total of
\-,

-3,IO2,separate-suggestions Were identified from approximately 30 percent of

the lenders who admitted-thei cOmmitmentof loan funds could be increased
.

Under- certain conditions. `bulk of these suggestions "for Changes,r4ated
.

in Pone way. or, 'another to' th e econ mit return to the .lender.
/
Increased interest

rates were the,most cOmmon; follow 0d by reduced administrative costs,' re-

dtiCed cost ofbOrrdWed money;, and shrter repayment periods. AitbUtone of

these:factors. are potentially under the control bf the Office f Education

or Congress: 'The fluctuating,ra of interest in the money market (the cost

, of money to the lehde.r)'lis determ ned)ly a combination) of market conditions.

The types and fr uencies of these suggestions are consistent with the:inter:

'Arjew with lenders during site visits, although, of courseisite visits did
. ,

11:,t'llecesSirily'include a repfFgentative sample of lenders..

Table,9 also preSents.lhe percentage distribution the suggestions

offered, weighted both by lenders equally and by,b rowers in repayment. The
.

relative rank Of,the categories is essentially e same. under both weighting ',

approaches except eor tW o cases (both of Wh. deal'with low-frequenty itets),

When the large gsLP lender suggestions e giVen weight-proportional. to the

borrowers they represent, increasing the spetial allowance becomes much more

desired (and increasing interest rates less. desired). 'Similarly; establishing

a GSI,Ptentral administrative agency that would process loan records, pursue

collection, and trace missing borrowers for the tenders becomes Tar less de-
o

sired when the large-lenders carry more, weight.- Ciearly;. the larger lenders

prefer incremental-Changes in the special allowance'to regular interest rates.

Moreover, they probably see no need for a,central agency to handle GSLPad-

ministration because their size already benefits-from,economies of scale..

42 ,
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Fable 9

LENDER SUGGESTIONS OF CONDITIONS THAT WOULD
'4- ENCOURAGE INCREASED GSLP LOAN FUNDS

,,\
.

Category ofChan e

,

.

Number of
Suggestions

Offered

Percent of
,

Total Su:geStions
When

Lenders
Weighted

/ Equally

When
Weighted by
Borrowers in
Pepaymept

Jidministative costs 508 , 17 18
_

Interest rates e - h322 43 , 35

Cost 'of money 46, 15 17

Shorter repayment periods 310. 10 10

Increase special allowance in lieu of
higher interest

. 37 1 ', 6

4 .

-More prompt attention to:default :aims.

,

136 4 4

, .--

Establish central agency,to handled.
adminis ration

, .

,,,

125
.

1 __

100 per4 -nt guarantee of interest and
principal a 35 1 1

.

Miscell.,eous ,

.

166: 5 9 t

.Total 3,102 a 100 100

a. Suppos dly s Bested by lenders in states where state guarantee agents
. do not,alrea provide a'1019 perCent guarantee.

5 7
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RMC asked lenders to explain the reasOnsit at prompted their expected

changes of 10 percent or more (increase or de yeas e) in GSLP loan investment._

Table 10 summarizes the types and distribution of over 1,500 reasons that were

provided (of course, many lenders indicated more than one).. Even though only

about,l8Tefdent of the jenders had reason to answer this qUestion, RMC is

providing a full decriition of the results under the assumption that the

Office of Education will find this background useful in its planning and

operations with lenders. The answers provided by lenders to this open-ended

question were coded and categorized by RMC for presentation in Table 10.

Of the reasons given for expected decreases in participation, the bulk

relate to economic motivations; i.e., interest rates are not high enough,

administrative costs are too high, and the cost-of funds-is too high. The

fact that high default rate was frequently cited surprising since,

theoretically no losses occur in GSLP from this cause. However, some-circum-

stances led to losses of interest income before defaul claims are paid, and

in addition' there may be a psychological public relations effect WW1 the

default rate becomes very high. The time period necessary for the maintenance

of GSLP (records was cited, but ittonstituted only a small percent of the

total reasons given.. During ourlender site visits, this reason (and the

associated complaint of excessive government paper work requirements) was

often mentioned as a discouraging factor. The more complete picture repre-

sented by Table 10apparently shows that time is of far less concern than the

economic-related areas in leading to behavior changes by lenders. The tabu-

lations of Table 10 show the frequenty distribution of reasons when (1) lenders

'are weighted equally, and (2) when weighted by theirGSLP -level Of-activity.

The shiftsbetween these two approaches show that large lenders are much more

'Concerned about high administrative costs,,high' default rates, and high cost

of funds than the smaller lenders; correspondingly,. they are far less in-

terested in high interest rates and record maintenance requirements.

Three reasons were given foil expected increasesin GSLP participation

although the frequency of mention was not high. Some leriders expected

4
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'Table 10

;,LENDER JUSTIFICATION FOR EXPECTED CHANGES
IN GSLP LOAN INVESTMENr

...

.

.

.

Redsons for Expected Change

P

,

NUmber of
Reasons,
Offered

Percent of
Total Reasons

\ When
senders
Weighted
Equally

When
Weighted by
Borrowers

in Repayment

. - .

EXPECTED DECREASE: , 0

Interest rates
.

392
°

0 25 11

Administrative costs u

176' 11 20

High default rate 86 : , 6 ' 16

Cost of funds 77 5 . 20

Time peiod necessary for
maintenance. 63 4 2

Government-methods of

,

repayment 36 4 : 4

Availability of funds 34 ' 4 3

.

EXPECTED INCREASE: "

. .

If Sallie Mae used 151. 10' 4

Increased demand 93 6 5,

Community relationships 93 . 6 , 1 --

MISCELLANEOUS: 291 19 14
4

Total 1,532 100 100'
,

Expected changes of 10 percent or more.

w.

59.
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increases if'Sallie Mae (Federal Student Loan,f11! uad) was used.
1

The other two

reasons given for increases are increased demands for loans and coMmunity re-

laonships--both of which are affected in veryiimited ways by OE pdlicy de-

cisions.

MAC attempted to obtain measures'of lender behavior by asking about the

lenders' views on how the GSLP should be operated to-constitute a sound edu-
,

cationat loan program. They were specifically asked how important they can-
..sidered/each of the listed factorsin approving GSLP loans.' Table,11 sum-

marizes the lender views on these desirable borrower characteristics. Pre-
.

sumably the same preferences would be applied by the lender whenevetjt has

a choice or a more subtle opportunity to influence outcomes. Several factors

are rated very ,important. The two highest are that the applicant should not

have many other debts and that the applicant should not receive a subsidized
/

loan greater than the school-certified financial need.- Although the lender

May be concerned with what is best for the borrower (i.e., that he not be

eventually overburdened with personal debts), this factbr also reflects the

"banker's" concetrtfor an ability to repay even though the loan is guaranteed.

Consistent with t-11,5 is a relatively high belief that the applicant's finan-'

cial situation should indicate a loW-probability of default. Given the ob-

jectives,of tje GSLP and the government guarantee against default, it is in-

teresting thait the lender should be so concerned about this point:

Another very highly related category was that the applicant of h'i's family

should be a customer of the lending institution. This apparently ref cts

the lenders' conception of GSLP as a vehicle to4ulfill the needs of th

customers. At the same time, of coursey limiting loans to customers can be

used as a method for limiting total GSLP\ investment when that is desired,-

1. Since the potential use of Sallie Mae may be of interest to,a,plan-
ners, Rmc examined the distribution of this reason in more, detail. In terms
of geographical location, about 40 percentogere groupedircZTVCode Area 4
(North Central), 20 percent in ZIP Code Aiea I yew England), and 10 percent
in ZIP Cop Area New ZIP e Area 2 (Middle Atlantic),
ZIP Code Area 8 (West:- al prgb_.--41-00.se,-,..t (West Coast). In terms
of lender:size, f t more of the lenders havinl numbers of GSLP bor-
rowers gave Sallie Mae as reason for expected increase than did larger lenders.
This effect is also shown in Table 10, where 10 percent of the lenders gave
Sallie'Mae as a reason but this accounted for only 4 percent of' total GSLP
borrowers-in repayTent -Almost all the Sallie Mae citation were given by
commercial banks rgthet than other lender types, but this is not unexpected
since such., enders constitute a high percentage of the GSLP loans. It must
be remembered in interpreting these Sallie Mae breakdowns that the total
number ,of citation:was relatively small.

46
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such as when interest rate conditions mean lower lender profitability for

GSLP ldans. All these above elements are consistent with information provided

by lenders to other questions in this survey and, comments received during the*

the site visit interviews.

Several other factors listed in Table 11 are seen as primarily unimportant

y the render. One interesting fattor is an apparent lack of concern for

the applicant being other than a first-year student. In other words; loans

are granted independently of the student's status within a school prograM.

About one-sixth of the 'lenders interviewed during the, site visits had such

restrictions; they felt these res actions kept their default rates down.
P

This requirement is also an effective way of liMiting demand for new GSLP

loans when'the lending institutions want to achieve that objective.. Such

a restriction also effectively prohibits loans to. most vocational school

students. Many lending institutions interviewed expressed the belief that

lower risks of nonrepayment or financial difficulty for the borrower existed

if the borrower had already completed at least one year of school. While it

is true that a higher percentage of first-year students default, it remains

a value judgment whether this should be an eligibility criterion,

Lenders siMilarilybeiieve it is not important that the applicant be
is

attending a degree-granting institution, as oppbsedto a vocational-training

institute. During our site visits, many lenders expressed preferences for,

avoiding the vocational training segment in the belief (justified by facts)

that the default rate for this groUp was considerably higher, Other lenders

felt that, since Congress defines the vocational school students as fully .

eligible borrowers, this means the government is willing to fully underwrite
.

the resulting default situation. 'Therefore, most lenders go along with the

vocational school eligibility.

AlmoSt all lenders do not believe 'that minority groups should be favored

over-others. While it would be illegal' to discriminate by race im the

awarding of these loans, there also appears to'be no preference toward re-

verse discrimination.

Almost all lenders also 'felt that particular age groups-should not be

given priority. However, during its site visit interviews, RMC found some

lenders that limited loans to borroweis under certain ages (usually 26) on the
. .

assumption that students. above that age were more able to provide for their

own expenses and less likely to succeed in their educational programs.

61
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Table 11

LENDER VIEWS OF DESIRABLE GSLP WARNER CHARACTERISTICSa,b
(percent)

Lender Views of Desirable GSLP
. Borrower Characteristics

Very Somewhat
°Important

Not
Important

.

Applicant should be attending a degree-
}granting ilWitution (not a vocational
br-specialized training institution) _

22
,t

24 54 ,

Applicant should not be a'first.-year ,
30 16 54

student

pplicant or his-family should be a
§-tomer of the lending institution

47 30 . 23

Applicant should not receive more for .a
subsidized loan than the amount of
financial need certified by his school

8Q
a

15' 5

Applicant should be attending particular
,schools in your local operating area

10 .30 60
,

Applicant should show a strong academic
record. .

27
.

,

55 . 18

Applicant's financial situation should
indicate low probability of default

44 39 17

Applicant shOuld not have too many other
debts

69 27

Minority groups should be favored over
others

1 10 89
.

Particular age groups should be excluded 4 14 8? .

a. Data are percentages of responding lenders answering dig'question.
Lender nonresponse for'this question was very small--not exceeding
1.3 percent on any part.

b. Lender responses have been weighted by number of borrowers in re-
payment.
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Clearly, this is not a commonly held view based on the responses from this

representative sample of lenders.

To better understand the influence of certain types of lenders on the

factors summarized iniable 11, RMDcross-tabUlated those responss by lender .

size*.and geographic location. The interesting relationships that emerged are

discussed below.

As far as attending

said this was important

and would therefore not

in repayment, there was

a degree-granting institution, more'large lenders

(i.e., large lenders tend to prefer degree programs

accept vocational students). In terms of*rrowers

a definite relationship that the larger the lender size,

the greater the preference toward students in degree programs. When examined

by -ZIPCode location, a difference was found indicating that ZIP_Code National

Area 9 (California, Oregon, and WaShington) felt, much more than any other ZIP

area, that amilicants should be attending degree-granting institutions. This-

could be the result of-'recent poor (&., high) default experience with many

vocational school .loans, particillarly, in California:

As far as being a first-year student, ZIP Area 9 stood out much above all,

others as feeling it' is importantt to be other than a first-year student. All

sizes of lenders felt about the.same concerning first-year students.

Customer relationship requirements were alSo rblAted to lender siKze. A.

significant number .of large lenders (in terms of GSLP borrowers in repayment)

felt it less important for the applicant to have a customarrelationship'than

did smaller lenders. While fewer lenders in ZIP Areas 2,-7, and thought it

was important to have a customer relationship, ZIP Areas 3, 4, 5, and 9 had

more lenders than average stating this was important.

The other interesting Characteristic was related to the applicant's ft-

nancial situation indicating low probability of default (even though GSLP

guarantees against default). Larger lenders considered this factor important

tat a significantly lesser rate than smaller lenders. More lenders than average

in ZIP'Areas Sand 9 think it is important to be in good financial condition

and less than average in ZIP Areas 0 and 7.think it is important.

. A summary of common relationshipS rVad-1S that, relative to small lenders,

large lenders lean toward borrowers in degree-granting in4a-tutions without

requiring prior customer relationships and withconsidering finafIcial

conditions. ZIP Code Area 9 (West Coasq.prefers to exclude first-year

students, include degree program sIlIden'is, include students in good financial

63
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condition, and include students with prior customer relationships (more

so than other ZIP Code areas).

LENDER GSLP POLICIES AND PROCEDURES

One objective of the current study was to obtain more information about

the policies that govern GSLP lender activities and procedures followed in

administering GSLP loans. In addition to being useful to OE in its normal

operations, knowing the different lenders' policies and procedures may be

an important factor in explaining and understanding other lender behavior,

such as default rates and loan investment levels. The following sections

present and discuss information in the area of policies and procedures

based on the lender replies to several related questions on the survey

form.

One area of,inquiry was the,kind of appraisals (financial or otherwise)

that a lender makes of a GLSP applicant when deciding to approve or reject

the loan. Lenders were asked to check how often certain types'of appraisals'

were made. Table 12 presents the results of their replies. Not surprisingly,

almost all lenders (represen ing 96 percent of the borrowers) state that

they always check eligibili against GSLP regulations. It may be more sur-

prising that the other 4 percent do not, but there may be some special,cases

where an organization other than-the lender does this eligibility theckingj

Almost half of the lenders said that they always otfreq7uently check personal

or family creditexperience. This is an interesting fact since one purpose

of'the GSLP is to provide, credit where the young student or his family does

not have an established record. In this regard, the GSLP loan is guaranteed

by the government against nonrepayment. One explanation may be related to

statements of some lenders during site visits that loans under GSLP would

not be granted if the person or his immediate family had defaulted on pre-

vious loans or had particularly bad credit experience. Most lenders did not

check students' past school records very often and this is consistent with

the purpose-of the program, which relates to financial need rather than

academic ability.
N.

1. For example, site visits in Puerto'Rito found that the Bankers As-
sociation of Puerto Rico did the original processing of loan applications On

,a consolidated basis.

6,4
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Table 12

LENDER APPRAISALS MADE DURING PROCESSING
OF GSLP LOAN APPLICATIONS

(percent)

Appraisal Checks

41)
Evaluation

Always Frequently Sometimes
Rarely

or Never

Check eligibility against
'GSLP regulations

.._

96 . 2 1 1

Check personal or family
credit experience

26
.

22 25 37

Check student's past school
record

16 -16 27 41

Determine whether applicant
or his family is current
customer

62 9 10 19

f
Assess the program or school
the applicant is pursuing
(academic versus vocational)

30

i

8 26 36

Compare to your previous -----

history with similar appli-
cants ,

12. 17 21

,

50

.

a. Data are percentages of responding lenders answering the question.
Lender'nonresponse,for this guestion was very small--not exceeding
7.5 percent on any part.

b. Lender responses have been weighted by number of borrowers ih re-,
payment.
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Perhaps the most interesting of the factors is that 62 percent of the

lenders always (and another 9 percent frequently) determined whether-the

applicant or his family was a current_ customer. This implies a requirement

(or at least a strong preference) for this status for receiving an approved

loan. However, nothing in the purpose or regulations of GSLP relates to this

criterion. Still, it is understandable if the usual loan process and objec:'

tives of the lenders are considered. RMC cross-tabulated this variable by

ZIP Code to help investigate how lender. customer requirements are related

to geographic location. These requirements do vary by geographic area,

based on the lender responses. While the United States'aVerage was 62 per-

cent, ZIP Code Areas 2 (Middle Atlantic), 4 (Great Lakes), and.,9 (West Coast)

had much higher percentages of borrowers represented by lendersho always

appraise customer status of applicant (79 percent, 81 percent, andc per-
_

cent, respectively). In contrast, ZIP' Code Areas 6 (Central Plains), 7

(South Central), and -8 (West Central) always appraised customer status

less than average (44 percent, 43 percent, and 46 percent, -respectively).

Several lender site visits revealed another type of geographic effect.

Within a specific lending market area. (e.g., a city Or'SMSA), if one lender

limited GSLP loans to'customers, the other lenders tended to do the same.

Their rationale was that otherwise a more liberal lender .would end.up with

more than its share of GSLP loans, which by their claim was unprofitable

for each loan.

A specific relationship is also evident based on lender size. If the

borrowers in repayment always affected by customer status appraisals are

cross-tabulated by lender size, it becomes clear that smaller lenders are

the ones who regularly check customer status. All lender size categories

smaller than 3,000 borrowers in repayment always appraise customer status

significantly more than average (with those below 300 borrowers' being the

highest), and 'lenders above 3,000 always do so significantly less than average.

Two-thirds of the lenders never or only sometimes assessed the academic

or vocational nature of the applicant's school. Certainly GSLP regula- 1 .

tions allow loans for attending any eligible School, but our site visits

showed some lenders do not-welcome or allow-leans fer .vecational-pre=-

grams. It would appear from tht,survey that Only one-third of the lenders

are seriously concerned about this issue. While experience clearly shows

(and the lenders apparently recognize). that a higher default rate exists

66
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among vocational school borrowers, the GSLP guarantee against nonrepaYment

,equally covers_ vocational situations. Over 70 percent of the lenders'do not

normally compare the applicant against the previous history of similar ap-

plicants. This is consistent with the absence of Such criteria as a basis

for apprdVal.
1

Another area of great interest to OE and others concerned with the col-.

lectiOn and default process is the particular activities carried out,by the

lenders when they find it difficult to locate a.G.SLP borrower whose loan has

come due. GSLP,regulations require lenders to carry out reasonable but un-

specified attempts to find the borrowers during this "due diligence" period

before a claiM can be submitted to the government guarantee agency. The sur-

vey included a question about how many times certain activities were uspd

in the process of trying to contact a borrower before. filing a default claim.

Table 13 summarizes the experience of the lenders. Telephone calls and

letters are the primary method of follow-Up and a. significant number are

used for a given loan. This is very consistent with RMC's observations

and answers obtained during the'site visits. When it comes to using a

private skip trace or credit bureau to locate the borrower,. almost two-

thirds of the lenders never make use of such service. An interesting

variant here is the relative use of this tracing service by different types

percentages of those normally using this service

comm cial banks (42 perCent) , savings and

s (21 percent) , mutual savings banks (32

f lenders. The respective

at least once per case are:

loan (22 percent), credit

percent), and vocational s

much mo regularly Inv

-it'is per :.s understan

other tracin service

private tracing.

collection and tr

015 percent). Since commercial banks are

installment loan and collection activities,

y thg make orlr Of credit bureaus and

of the ,1 rger-le ders do not make use of such

his may mean they can use their own internal

'1. enders wer
might be expected that, 'fsNhey went to a lot o
or credit experience, they would also compar
similar applicants. Otherwise, how would
valid, to judge an applicant on that t
ship, RMC prepared a cross-tabulati
cent who always appraise credit e
praise the history of similar op

consistent and rational in their behavior, it
trouble to check personal

the previous history with
ey know if it was useful,or,
Td investigate their relation-

of these two factors.' Of the,62 per-
rience, only 32 percent also always ap-

icants (another 26 percent frequently do,
26 percent sometimes do, and 15 percent never do). Consistency is therefore
not a strong factor in this aspect of lender behavior.
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Table 13 1 ..,

LENDER PRE-CLAIM EXPERIENCE
(percent)

Pre-Claim Collection Methods Once
Two or
Three
Times

More than
Three
Times

Not at
All

Telephone calls 8 34 59

Leirters, telegrams, or mail-
grams

2 21
,-

77 --

Pri ate skip-trace service or
cr t bureau ,

25 , 9 63

U.S. Office of Education pre-
claim assistance program 4,

(mailgram service)

.

64 6 2

.

28

Communication with borrower's
relatives -.

28 49 22
'

. 1

Communication with borrower's
school (s)

58
4
22- 11

4a. Data are percentages of responding lenders answering the question. "''.
Lender nonresponse for this Oestion was very small--not exceeding
7.2 percent.--.-

b. Lender responses have been weighted by number of borrowers in
repayment.

A
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The use of the-next collectionmetfted.was particularly interesting to

the Office. of Education when this study"was originally designed. This

metflodis the pre-claim assistance progradoffered by the Office of Educal

`tion tp lenders that send a mailgram (telegram.by'mail) to borrowers who do

not otherwise' respond. Replies indicate,that lenders representing 28 per-.

cent of the repayment population havenever bled, this service, butthat.the'N

remainder normally'use it once or more in trying to contact the borrower be-
,, 0

fore filing.a'default claim-. The differentialexperience by types of,lende

is also of interest. The respective I:ercentageS of lenders regularly using

mailgrams one or mote times per case are: commercial banks (66 percent).,

savings andeloans',(73 percent), credit unions (64 percent) , Mutual savings

banks (43 pefcen -and vocational schools, (100 percent). It is very in:

terestin'g that all cationalSchools report they always use this.service at

leas,t,once. .This may e hcauSe of particular efforts by OE in assisting

such schools with!theirjarget-than-aVerage CollectiO4 problems.

The last two pre -claim methods' involved cOmmuniCation with"borxowers'
$. .

relativeS or'schools. It is seen that lenders,almos_Always attempt to ,con-
.

;

tact-the borrower's relatives one of more tinles. In contrast, 11 percent of

the lenders never contact the borrower's school when attempting to IOCate

the borrower. During the site visit interviews, lenders very consistently

described their difficulties and lack of results n obtaining information

on student status.Or-location from the schOols.

A related procedure concerns the methods that! lenders use in establishing,
y

rt

repAyMent-tenns. Again, this is of interest for abetter understanding of

program operationlpbut it is also a possible explanation of borrower-default.

Lenders were specifically askedabout how frequently they used the specified.

procedures in establishing repayment for- borrowers in normal situations. The
.

question also specifically stated that it'did not refer. to procedures used

for locating and collecting from defaulters once repaybent terms had been

establkshed. Lenders probably interpreted the questiOrr to refer to nonde-
-

faulters.onl since may defdAlters never reach the' point of establishing

repayment te Table 14 summarizes the lender responses. It is seen that

,lenders.use nixed package of mail, telephone, and perSonal meetings to

'..establish repayment terms. While only,a small percent of lenders always
. ,

Utilized telephone or face:to-face meetings, almost all the rest did

frequently or Sometimes. Probably-because*.of,the heavy work load inNolved,-,
-

-
the larger. lenders used face -to- face- meetings at a much lower level than

M

6,9
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Table 14,

ER METHODS FOR ESTABLISHING INITIAL REPA
(percent)

.

S WITH BORROWERS

Methods
. .

.- a b
Evaluation '

..,

Always Frequently Sometimes.

,

Never

Face-to-face meeting with
borrOwer 41 52 ('-

Telephone contact with
borrower 8

. .

43 . , 46 3

Mail correspondence with
borroter 57. 29

...

,

,.

1

.Working.through a state

.guarantee agency , .

2 3 34 61

Working- through another
third party -

10 8 X42

,

40

a. Lender nonresponse varies between 2 percent an4.9 petcent-..

b. Lender,responses have.15een weighted by number of borrowers-,in repayment.
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smaller' lenders. Mail cotrespondence0with borrowers is always used 7 per-

/ cent of the time and irtqUently or sometimes used for the rest of th boy-

rowers. Limited use is mad . f third rties in establishing repayment

terms. Information from's. isi interviews and other sources indicates

that lenders had little problem in establishing repayment-termsonce the

contact had been established with the borrower; the real problem" was in

finding the borrowers.

A somewhat different area of lender procedure§ also investigated by

the study was the way in whiCh the lender was organized to administer the
4

GSLP. One speculation raised during the questionnaire design task was that

the-way in which the lender was internally organized to carry out GSLP activi-

ties could well affect how it viewed the program and what success it had.

Of course,-until this survey, there was no systematid information available

on how the lender organized itself to carry out its activities. Therefore,

a questiOn-1,as included in the lender survey seeking this information. In

addition,,,thejnterviews 'during the lender site visits also investigated

this are. In overall terms, the !following results were obtained when-each

lender was considered equally (i.e. no weighting by lender size):

Q 4 percent of the lenders have a specific department that handles
nothing but GSLP loans,

69 ercent of the lenders have personnel within one of the- depart-
nts who are agsigned to GSLP loans, and

27 percent of the'lenders have, a variety of other types of organi-
zations.'

This organizational distribution is in comparison to the overall type of

lending unit indieatod by the responding lenders (weighted equallY)as

follows:

42 percent--headquarters viith decentralized units,

10 percent--branch of a larger lending organization,

36 percent independent, unaffiliated organization; and

12 percent other.

It might be. expected that the size of the lender (in terms of number of bor-

rowers) has p a big effect oithew it'is organized. Although 4 percent of -the

°lenders have separate departments for GSLP, this category accounts for 34
\

percent Of the borrowers in repayment.
0 .

1. Manj, of the "other" categories invelve such things as two of more
centralized GSLP departments within separate branches of the lender. ,
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During our ste visits; we also found a variety of organizati nal struc-

tures. Based on th se few cases, the type of internal organizatio, seemed

to be related to t e cycle of'GSLP development for the lender. For example,

when.GSLP started,, olume and default/collection problms were not large.

Admihistration of GSLP loans was Usually done as a part of a, lender's other .

installment loan activities. Changes were often made when evolution of these

GSLP borrower's brought a. large number of them into the repayment and collec-

tion phases, and unique types of problems began to be evident. For.§ome
.

lenders, this maturing of loans also brought large default problems. Ad-
.

ditional type's of specialized needs were crdated, such as tracing lost bor-

rowers,, preparing claims, and following up on collection problems. When

this groWing,or maturing GSLP loan structure caused these latter problems to

become significant, lenders often established separate departments with

GSLP responsibility. This evolution is not surprising--it is basically a
N

reflection of two criteria: economies of scale and giving specialized at-

tention to the more serious problems. RMC found a variety of organizational

arrangements within the lenders interviewed, many of which seemed to reflect

the particular circumstances of the individual organization. At the same

time, most appeared to he operating effectively. Most likely, the factors

that determine organizational efficiency and effectiveness are determined
4

more by personnel and ldcaI circumstances rather than the particular type

of organizational structure.

LENDER OPERATING COST,

RMC attempted to investigate the area of lender GSLP costs. This area

was of interest because lenders often cite the high:costs of4dministering

this program and the resulting low (or negative) profit. To what extent

this is correct and justifiable is a meaningfi4.11 area of ,analysis. Many claims

or,befiefs concerning car lender operatingcostsexist. These were usually

based on isolated coplaints or random comments. Oup reason 'the stbject was

addressed in this survey was to at least provide a systematic examination of

certain lender questions from a representative sample of GSLP lenders.

7W
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It was recognized during the design phase that the cost of the lender's

'operation was a very difficult area for. which to obtain data.
1

Two reasons

contibutesto this: (1) lenders are reluctant to provide such .data for com-

petitive or confidential reasons; and (2) a large number of lenders do\hot

maintain a rpcord system that would provide these data. Interviews with

lenders-during the fist Ohase ODthe Contract and during the pretest of

the questionnaire failed to resolve this difficulty. However, this are was

pursued in he Survey where questions could be formulated with a reasonable:-

chance of xpecting,answers. In addition, lender site visits also investi-

gated this cost area wherever'Possible. This section presents cost infor-

Madan obtained from lenders, even though the limited data from this sUrvey',

do not allow any-extenSive analysis or consideration of this topic.

Given that the structure and detail of the cost accounting systeMs, of
,

the wide variety of types and sizes of lenders involved in this program,Are-
.fr. ,

cluded,directly asking for any costs,. RMC established several major Co

categories covering GSJP administrative activities and asked the lender

about the relative importance of these categories. Table, 15 presentS the

results of the survey question asking lenders to compare their administrative

costs of GSLP with their experience with alternative loans. to which they might

commit funds (such as consumer installment loans or.other short-term uses):

The basis identified as cost per loan and lenders were aske$I to what degree
.

,

1 Similar difficultieS were encountered in obtaining comparable lender

'GSLP costs during a recent study by Technology Management, Incorporated (TMI),

for OPBE in which it sought data concerning student loans, special allowance

rates, and servicing costs, The study involved interviews with 13 lenders

and 3 servicing firms'concerhing operating costs. TMI encountered great

difficulty in making cost comparisons among lenders because of the lack of

or different bases for documenting the administration costs. Even thoUgh

that study concentrated completely-on obtaining cost data that could, be made

comparable,smonthly operating costs during the in-school period could only

be obtained from three lenders and-the loan acquisition cost. data obtained

for only seven. TMIjudged..that student loans had been marginally profit-

able for Commercial banks since 1970, and clearly unprofitable for institu-

tions having higher than average servicing costs. Other than data in the

ublished report '(dated,Augusi 21, 1974),, cost data obtained by-that study

e not available to. RMC for comparison or integration with the current study.
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each of the cost categories specifiepKas higher or lower -than the alterna-

tive loans. Although a small percentage of the GSLP -lenders rated the first

category (cost of acquiring the loan) in the two lower ranks, the overall

thrust was somewhat higher. For the second cost category (establishing re-

payment terms), the thrust of responses was clearly toward much higher costs

for GSLP. The normal processing of loans during repayment category had'the

hulk of responses "about the same," with a skewed distribution toward higher

Costs. Maintenance of special records was again clearly ranked much. higher

and searching for defaulters had lenderS' representing almost three-quarters

of the program, giving their ratings in one orAhe other of the two higher

ranks, Lender response on the question covering these data accounted for

about 88 percent of the borrowersjfi repayment under GSLP. For some lenders,

of course, this qdestion was not. applicable since they. had no similar

alternative investment; e.g., vocational schools operating as direct lenders;

\life insurance companies, and direct state lending programs. The lender

results indicating higher than average -GSLP costs are not surprising, how-

ever. They are consistent with other lender responses and.with the results

Of other studies. However, these. results da,provide distribution of lender

claims by Cost category from ,a large and- representative sample.

Table 16 summarizes lender estimates of the percentages of total admini

strative GSLP costs attributable to*eaCh of the several cost categories

identified. It presents the mean; value reported by lenders for each of, the

cost categories. The mean values reported by lenders are presented two ways:

(1) weighted equally by lenders, and (2) weighted by borrowers. in'repayment.

Weighted by borrowers in repayment tends to reflect total impact on the pro-

gram as a whol and, as a result, larger banks are given greater weight.

This tabulation as based on responses from about 57 percent bSth76-Aenders

since: (1) many leders were pot able to- (or did not) answer this questiom

at all, and (2) parti answers not totaling 100 percent of administration

'costs could not be avera d in with other complete answers. The cost tate-

gory,with the largest percentage of cost is "maintenance of special records. ".

Presumably this was interpreted by:lenders to include the heavy federal

paper wOrk requirement usually described by lenders as "excessive red 'tape

and paper 'work." The lowest category is "establishing claims on defaulters, ",'

which, of O`Tse,-has no comparable category underregular lender loan pro-
\

grains since th7-6-is_no guaranteeing agency/ for them'.-,On the other side of

the coin re are no. GSLP costs due to default of principal (except in.
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Table 16

LENDER GSLP ADMINISTRATION COSTS BY CATEGORY.

,

Repotted Meana
Percentage of
Total GSLP

Cost Category for Lender Administration Costs

Administration of GSLP
Weighted Weighted''--i-1 Equally by Borrowers
by Lenders in Repayment

Placing (ai uirinethe loan) 20.0 15.2

Establishing repayment terns 17.2 16.8

Normal processing of loans during repayment 18.7 18.2

Maintenance of special records (meeting
reporting requirements, interest billing, etc.) 26.2 '21.6

Searching for defaulte s 10.6 18.1

Establishing claims on defaults 7.3 10.0

. 100.0 100.0

a. Mean values for lenders reporting Usable data, which averaged about 57
perCent of lenders responding.
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staie^agencies,guaranteeing less than 100 percent of the loan value).

As stated previously,.RMC also attempted to Obtain cost information
during its site visit interviews to approximately 40 lender . Little suc-
cess was obtained in that endeavor. The lender$ regularly r'- to poor

recordrkeeping systems within their organizations that did not e.,ovide th
with management cost data of this type. In a couple of cases, len rs had
conducted a special cost study, but were not willing to pass on the ta
since it was considered proprietary. In some in ances, gross estimates,

were available, such as it cost.l.S percent of th- tstanding valUe 6
administer the GSLP portfolio. These estimates ran etween 1 and 2
percent of the outstanding value, but the small number of such data points

precluded pursuing this area further. All in all, there
, little further

analysis that RMC can do with the available cost data, al there his

no question that this is a useful area for further research.

'Since the most important variable that .ght be expected to xplain
operating costs is lender size, RMC investigat its effect. Table 17

presents the results of cross-tabulating lender,re tive cos estimates
against five categories of lender size in the GSLP pr There appear
to be no effects from lender size for two types of cost ( ablishing
repayment terms and normal, payment processing). Twd'iYpes of ost (planning
the loan and maintaining special records) show distinct tr nds fo smaller
lenders to spend greater shares of their GSLP costs in th se areas. n-

ceivably, economies of scale have an effect here since' t e small lenders'N-

(in GSLP) must invest considerable staff time to unders and and satisfy

G$LP regulations/requirements, even though only a smal number of loans are

granted.' The remaining two cost categories (searching,' for defaulters and

establishing default claims) show/a very strong tren toward larger lenders

spending larger shares of their GSLP costs in these areas. It must'be that

economies of scale do not operate when it comes to the default ana due

4diligence area. Furthermore, it may be that small lenders spend propor-

tionately less-on defaulters because they have lower default rates (which

they apparently do) and therefore can keep better track them. A better

examination of lender costs by size could be done if absolute, dollar costs

were known, but such data are not available.
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4ISTRIBUTION OF DEFAULM AMOXG LENDERS

This suOeY-brig. 1 tended to investigate how borrower default

affects lenders and the wa in which lender default rates are affected by

lender operations and other characteristics. RMC was only able to carry

out limited analysis in this area because of the inability of man ".ipnde

to provide comparable.aata on defaults. Considerable nonresponse wa

obtained on the surveyjtems about the amount of default (even among theA

lenders who completed other parts of the questionnaire).

The first question that must be faced is what type of default rate should

be defined. Clearly, it needs a numerator that is some measure of the amount,

of clef-milteither for a given year or cumulative for the program as a whole.

In addition, adenominator is needed that provides some measure of total

'amount of lodns--either total GSLP loans outstanding at a. given point in

time-or-the-total amount of loans granted by that lender during its history

---in-the-progr

include

repayment,

yet had an opportunity to default. Unfortunately,

gredients, data are hard to obtain at the level;of

In the questionnaire, RMC.asked theKlefiders to

. For a more precise measure, the denominator should only.

-loans Yat have matured to the point of being liable for

e loans for-students still in sthool"or deferred have not,

for most of the'above in-

individual lenders.
1

specify the total dollars

for GSLP loans on which claims were filed for repayment because of borrower

1. Probably the main reason motienders did.not provide-quantitative
estimates of defaulthe inability or inconvenience'to obtain Stich esti-
mates from theirs gar record-keeping systems. Some lenders commented on
the questionnaire t t they did not maintain records on,default that way,
Moreover, during our pder site-visit interviews, similar answers werefOften
received. Apparently manylenders do not keep separate records -once the 4oan
is repaid by the guaranteeing,agency. To many lenders, it has the same OfeCt
whether it is repaid by the borrower or by a guarantee. agency. ,In othpr cases,
records are kept on default claiMs paid, but they are not able to aggregate
these for any given time period. Although it is possible that some lenders
may have been ashamed of high default rates on their loans, and thu.4' obscured .

this fact by not calculating or providing default measures, there is no way
.RMC can prove their motivations. During some site visits, it was obvious that
the record-keeping system in use did not focus On this measurement, but focus-.
sed management attention on potential problems such as delinquent loans and
late payments.
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default during.1973. The-value was of little analytical benefit unless it

could,be converted into a ratio,..which meant that the lender also had to

providean answer to- a separate question concerning the total amount of

GSLP loans outstanding and the total amount of loanS not yet the for repay-

ment. In a large.number of cases, one or another of these three variables

were not provided. As a,result, comparable default,rates could be calculated

for 1111v a small subset of responding lenders, and this was considered too'

small agroupwith which to do meaningful analysis. RMC-was able to complete

some analy,sis of the distribution of default among types of lenders and

schools based upon the lender-provided data about the I' sample of borrowers.

However, one screening question was included and answered by a very

large percentage of the respondents. This queStion asked lenders if they

had any defaults OR GSLP loans during the calendar year 1973. ,A large

percentage answered no to this question, thus indicating by definition a

zero default rate for the period. RMC.has tabulated and analyzed thesedata
$

in order to provide insights into one aspect of the default process. These

data allow the division of lenders into two groups, one with.zero default

rates and. the other with greater,th , zero rates. Ninety:nine percent of the
,

respondent lenders answered thisde-tion.

Almost half of the lenders claimed they filed no,GSLP default claims.

during-1973. This result appeared somewhat surprising in light of default

raitgeastilhnalawserceonildil rbtylle:grisla8

whole. Although

this question just refers to the'calendar year 1973, by then most lenders

had significant numbers of borrowers who had matured-into the repayment

phase and had ample opportunity to default. For this reason; further inves-

.

(
laidntgoratiii:girfel

fstribution of lebders based upon the incidence/of default during 1973.

(weighting lenders equally). As the bottom total line shows, 49 percent of

the lenders responding to\the survey (only 2.7 percent of lenders did not _

answer this questiOn) said they filed no default claim during 1973. Table '

19 shows how these lenders were distributed by lender size. It is seen

80
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Table 16

DISIRIBUTION OF LENDERS BY INCIDENCE OF
.DEFAULT DURING 1973 AND LENDER SIZEa

Lender Size
Categories

(borrowers in
repayment)

Percent of Lenders Claiming
Any GSLP Defaults Duying 1973 ,

Percent of Total
Lenders RepresentedDefaults No Defaults

0-5,0 28
___.

72
.

'46

50-100 56 44
. 25

100-00 77 23 20
.

,

300-500 * 94 6 4

500 and over 97 3 . 5

Total 0
. 51 49 100

.

a. 'All but 2.7 percent o' lenders answered this qUestion.

Table 197

DISTRIBUTION OF BORROWER DEFAULT CLAIMED
flY,,LENDERS IN 1973 BY LENDER SIZE

Lefiger Size
ategOties

Percent of GSLP.Borrowers Represented
by Lenders Claiming Any Default in 1973

t -,

.

;percent of Total'
Borrowers in Repayment'

...4---

Default' No Default

0- 199. 44 56 15
100-.199 78 22 9

200 299 77 23 6

308=-499 94 6 8

500- 999 94 '6 . 9

1,000-1,999 98 2 10

2,000-2,999- 100 A 4
3,000-3,999 100 0 ,2

.4,000 -4,999 100. 0 4 , %
5,-000'vid omer

. 100 0 33

Total 87 13 100
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r

that there is a very strong'relationship towardsmall lenders, having most

of the no default sivatio s. In fa:ct, the extent of this relationship is

very striking: in..its inten ity and distribution, and is particularly signi.

cant since the'GSLP prograM is characterized by. a-large number of fairly°

small lenders and a small number af,very large lenders., This distribution

is illustrated by the far righthand column in Table 18, where it is seen

that almost half.of the total lenders represented have less. than

in repayment and S percent of the lenders have over 500 b

ment.1' I

An alternative way of analyzing the impact of this var Y,

examining the distribution of borrowers represen ender in the,

sample; i.e., each lender is weighted by of berroWersin re y-.

ment. Table 19 presents a-tabulation calcu ea in this way and aiStributed

by lende size. As the lower total line indicates, 13 percent f the borrow

in repaym- t are represented by lenders having no default/Claims during 19

(thus, in t

percent of th borrowers'in the program) Distribution size of lende is

also evident om this table. Again it is seenthAf th very-small le hers

constitute the bulk of the situations iip,Which no default occurred. I -fact,

is case, 49Tercent of the lenders having no default repres-1' 13

none of the larg lenders .( 1-1 account for over 40 percent of the b rrowers "

in repayment) wer able aye they lad no defaults during-the year The thrust

toward smaller lens

is clear and this

all lenders of a

p significanT numb r of'zero defau t situations,

rn lead to lower'default rates, av ged over

Distribution of thes default situations by geographizal location

was also invest d. 'able 20 p ents a comparisOn of borrower default

inbidence daring 1973 ZIP Code nation .reas. For this table, the
8,

response its weighted byborrowers in repayment seen by the lowestline,
, .

lenders representing a total of 13 percent of borrowers Oughout the nation

had zero. defaultsfOr 1973). ZIP COde Area.5.(North Central) s out as
,,-

A

1. 500.is not that large a size since at least a dozen lenders in:the sample
had over 107000 and three 'lenders had over 40,000 borrowers in repayment.
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Table -20 .

COMPARISON OF' LENDERS CLAIMING
DEFAULTS DURING .U73 BY 21P CODE, NATIONAL AREAS'

,

2.11) Code,

', National. Areas

Percent of Lenders,.Clainiing
Any GSLP Default,During 1973

.

percent of GSLP
Borrowers

Represented.Dbfaults
,

No Default*,

.

.,

,

,,

.

O''

%.

1.

%2

'3,

4

.: 5

6

.7

,8

9

.0

'

.

88

91 -,.

8F
\

86,

82,

'74

.
85

88

.89

98

..,

-4*

, .

,

' ,

4

12.

9

15

14

18

i6

15

12

.

11

2

0,

v

v .

11

-,8

5

6

7

.

12

13

10

7

18

'-...,

.

=.Total 87 13 .. -160

Lender response on this question w$s 99 percent..

b. Lender response has been weighted by number of borrowers in
repayment.

e

t,,,

,
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having by far the highest.(twice the national. aVerage) incidene-Of zero

defaults in 1973. ZIP Code Area` (Great Cakes)' is als(k.significantly higher

in terms of accounting for more than its share of borrowers without default.

At the other extreme, ZIP Code Area 9 (West Coast) shows.98. percent of its

GSLP activity having some default in 1973: ZIP Code Area 1 (New York/

Pennsylvania) was next closest, with 91percent of its borrowers accounted

for by lenders with default in 1973.1 z

The variables of lender size and geographic location are interrelated'

and the size effect could be the stronger underlying relationship. The

two areas having proportionally more zero default'incidence (ZIP Code Areas
54

4-land 5) Also have significantly more of their GSLP activity in smaller
P,

lenders. The _area having alMost no incidence qf zero default (ZIP Code

,V

Area 1, New York /Pennsylvania) pre5,4nts a special case since it does not,

ave proportionately large amounts of large lenders; but it does have a,

very large share of GSLP activity, with at least some defaulteisAlthough

--,-.4he'explaAntion may be related to the presence of active:atate giaarantee

agenCie*_ in,New York and Pennsylvania-there'is not enough information

available for:Tatliff-AnalYsis in ZIP Code Areal. All in all, the in-

cidence of default appears to be primarily explained by the effect'of the

level of lender GSLP activi4ty; it is clearly not distributed equally among-

erx

4

lenders.

RESULTS OF LENDER SURVEY OF BORROWER WA,

The purpose of this sectien is ,to preset and'discuss the results of the
,,-

borrowersdrvey. The unweighted data from-the survey questions are provided

in Appendix B. The, first parts of this section discuss the. response pattern

for -the borrowendata;'the latter'parts analyze theloandefaults in the program.

The information-described in Chapter 2 on
.,

theregulis of. the initial- teque5t.to

1, Expressed another 'Way,' ZIP
GSLP borrowers-in the program, but
for which lenders repeated no. GSLP
counts for 1.8 percent of the total
the borrowers covered by GSLP clai

<If

'ta

Code Area S has 12 percent, of the total,
accounts, for'24 percent- of the borrowets
claims during 1973. ZIP Code.Area 9 ac-
GSLP borrowers, but only 3 percent,of.

ms during ,1973.
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lenders on borrower loan status is also relevant to the questidhs of response

and representttiveness as well as to the survey data results that follow.

Response Pattern foroBorrower Data

Asa basis, for interpreting the data analysis to be presented in the

. following sections, it is worthwhile to examine the.response patterns for the

data concerning borrowers. The, level and distribution of survey.response has

a direct impact,on,how representative the resultant data are considered to be.

Table 21 summarizes seVeral"aspects of the gross response for the part

of the lender's survey 'ielatmg tothe.borrowers. The data are unweighted;-

i.e., they represent' actual questionnaires sent out and received. *.

Table 21

RESPONSCPAIIERN FOR- BORROWER DATA
(unweighted)

\- Category _

.

v

.

Number/

Total 'original sample of borrowers,

Eliminated because of initial status cheCk
repayment or no record of loan)"

Subtotal Ncovered-,by lender survey

Responses received from lenders'

.

;
ret-in- ,:,,

,

9,30

1
t
574

i-

,

..

'
......._

6,172

4,842

'Response rate =.7 -as percent of original sample
P. ,

Response rate -- as percent of revised:sample
.

,

.
58%

, ni%
,

As Table 21,shows, a total of y42 borrowers were represented by replIes

to the, lender questionnaire on sample horrower,s--e response rate of Z.Z. percent

of those sent out, or 58 percent of the original sample.

cant number of these replies contained little or no.data

claimed that the needed records were not available. The

bias and representativeness was examined in Chapter 2.

nonresponse bias was found,

appropriate.

and

However;

since the lenders

cpaes'tion. of nonreponse

Only slight basis for ,

adjustments for Such blas,were Mad0';,14here

8 5
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,,rofile l f Barr iers

p
vH

Lenders retuned questiorihairespn Approximately 60,peccent of the borrowers.

n thA 01;41 1 samp1p. In man4caseshowever, lenders did not supply sub-
k: °I . N 4 4.

ttantive infOrmaOno .Fdr ekample, many lenderS'mak6 a practice of either

destroyingor "c d-storaging" i0cords, relating-to loans that have been paid,

retaining only thein e.and address of the borrower and the loan status.

nian 'defaiilte to are treated in this manner,

borrowers were in default, 5 percent.

32 percent had paid their loans in

It Was fouic that,J2AperCen of 'the4
ears-A1111. thus li default,fault,

41 perc4were repaying,,''' About

but rcedt of the borroWeA could not

...tOnrOts claim borrowers hthve an average

an'eaVeft-age 04ance of $4,482. A large perc

4 percent were still in school, and

be accounted for by the lenders.

of 1.4 loans outstanding, with

eritage-of the borrowers have one

qutStandng58 percent). and another 16 percent hTle two notes.

didthat the average totaT-161f-Nositively 1-lated to the number

about $3,800 forof, I al* rising. from $,1,090 for those with one lban to

'thle with -Seven loans.

'Student loans are seldom transferred between lehders. Only 2.7 percent

of .the loans,were transferred; of those, most were serviced by the recipient

institution.

'Thirty-seyen percent of the borrowers were customers before'taking out

their first loans, and 39 perCent of the borrowers' fa*lies were customers

too. Generally, the' relationship was through a'personal savings'br checking.

accounts although about 11 percent of the,families had busineSs account

Where the-students applied for loans.. .0,n1 about,20 percent of the borrowers

currently maintained accounts with the lenders, indicating that the lenders

do not build up.any sort of loyalty through the GSL relationship. 6-

We also found lenders tend ta,grant,slightly more lops to previous
,

customers, originating an averagepf 1.6 loans to previous.customers and

1.4 to others:.

86,
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Lenders tend to deal.directly with the borrower, principally through

letters or telegrams. They will,next resort to telephone calls to the bor-

roweror communications with the.borrower's family. The next step is to

contact the schools. If at fails, they,notify the Office of Education or

a state guarantee agency.

Lenders were ableto contact the borrower and establish rep yment terms

in about 83 percent .of the cases. The hypothetical "average" no e was for
,

four years at $37 per month.

Almost 25 percent of the borrowers made no repayment whatsoeve ; con-,

versely; about 25 percent of the borrow made lump-sum payments.. The

average. borrower had made 16 payments; i.e., as about a third of the, way

along in the repayment schedule.
4 ,

Very few loans are ever modified after entering pgyment (4.6 percent)

except for deferrals. This confirms the information in he'borrower survey.,

Deferrals take plate in about 7.4 percent 61.\-the cases. Le, ers cited; in

4 declining order of importance, the following reasons for defer .ls:

furthEir schooling, (2) military service,.and (3) financial diffi ties'\

When financial difficulties were cited, the lenders either were gr ting

dqferrals not allowed under the program or were more likely interpret g

deferral to include forbearance, rhich can granted with OE approval.

Lenders claimed tkiat,over one-third of the borrowers had been late in

meeting their loan payments. They claimed an average of five late pay-
.

ments for this group. Coupled with the, average of 16 payments per borrower,
- -

it appearS that some borrowers may be late on an average'of -01(10t payMent in

Lenders claimed that 18 percent of their borrowets had defaulted on

repaymentand that they had attempted to contact 66,percent-of those who

had defaulted. This statistic is worthy of further study since by law,

lenders are expected to exercise due diligence regatdipg loan defaults.

This term has been construed to indicate an effort bythe lender to get the

borrower to repay*, seemingly contradicting our survey results. Possibly,

lenders interpreted the question to mean contact with the borrower after a

default claim has been filed (and due diligence exercised).1 Lenders in-
-

olicated that they used the same, modes of access to the borrawer at this

time as when they had originally tfied to Qstablish repayMent terms.

73
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'Oefaulter Analysis

A primary purpose of this Study was -CO develop an.ac,curate characterization --

of defaulters, an assessment of the strength ofthe default phenomenon in the
.

GSL program, and models to aid decision-makers in predicting defaults and de-
..

velorting appropriate policies.

This section of the analysis is based on the survey instrument completed-
,

by lenders. regarding individual borrowers. This instrument contains informa-

tion characterizing the borrower population in terms. of its client relationship

to the lenders. It provides aggregate information on the distribution of loan

status, the type of business relationship between the lender and borrower both

befOre and after theAoan was made, and financial information concerning

payment terms, lump-sum payments, number of late payments, etc; The survey

contains about 660 responses on defaulters.

In the follbwing discussion, all defpult rates represent historical esti-

mates of the proportion of borrowers who eventually end in default compared

with the total. number of recent borrowers who have entered repayment. They

do not measure'the impact of recent policy and administrative,changes in the

program.

Survey Results =- Borrower Survey' Completed by Lenders

Iable 22 displays the relationship -between the two principal.measures of

;default- used in this survey.' The first,thlasure is a detailed breakdown of

various loan statuses (Q.1). The second. measure is response to the question

"Has this borrower defaulted on repayment?" (0,2).
Lt.

Table 22

RELATIONSHIP OfDEFAULT mEasuRE
(percent)

11%eq ,t.i!.is
fro,, ,.: Pold

In

Has llorrot.er Full
Defaulted'

,

In R. 1

De (L2 iced

""nt

irreat, Defmlt
1.1x, paid
lither

Part ,:

Still
in

School
Deferred Unknown

F.

Total

i.
1 I led

-1-

\o
°atm
filed

`Raid'; Death

`r1-1P",-, I Di -ah 1 1 1 t v
De fd u 1 t

e,
r. 4 66.3 '9.0 36.1 96.1 "28.6 2.9 0 18.9Og.'

, .1-.1, 1, I. 93.2 ''' .8 .1 0 .9 16.4

o i8
2.' 13,- 21.0 63.', 75.6 "1.4 9-.1 100 81.1

;1.0 5-.1 .$,.

,
1,8 .1' .1 '..4 .8 .3 81.6
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Table 2. eals certain inconsistencies in the classifications. How-

ever, the small and do not materially affect the default rate

estimates. The firsrrind,aagponsistencydisdresolvable. For -example,,

2 perCentlif-thase-el,as4Z1442e11Wrby4hor.sag41990-measure classi-

fied \00 ____-,..---,

Plin relpayment" by the first measgre:- The seconcltype of inconsistency

has a reasonAole explanation and tends t&ARdicate whiCh indicator is more

reliable. Thii category includes 2 percent 3?\the defaulters by,the second

measure classified=as paid-in-full by the lirgt. In our Ate visits, we

d that lenders often marked repaid loans",as' "paid-in-fu "--without re-

gard, the sOurce-of the payment. d'A third cate of incon istency covers

classific ons not entirely based in fact. For e ample, by the first mea-
,

,sure, certain'caims were in arrears, but claims had-not yet been filed. For

these Loans, a stantial,proportion,were counted as'defaulterS by the

second measure.

Under the assumptiOn that'wst of the borrowers in arrears will in fact

deTault, the best estimate of-the'historical borrower default rate is-

16.4 percent-±1 percent. Under'\the ai'suIpption that ambiguities are resolved

to-lower the default rate estimate the beNt, estimate- becomes 13.5 percent

±1 percent. In any case, the,histor cal boriOwer.default rate is pounded be-

low by 12.5 percent and above by 17.5 rcerin ThiS-of course, reflects

estimates based on data gathered in early 1974. \

No adjustment will be made to the two easures &f'default in the following

descriptive analysis other than the pievious mentioked nonresponse adjust-

ment and the reader,is-advis& td remember po sible errors in each measure.

DefaUlters cannot be differentiated from non faulters in terms of the

financial character. of their aggregate program pa icipation. Tables 23 and

24 show that the mean indebtedness of defaulters is ower than for nondefaul-,

ters and 'also that the mean number.. of loans is lOWer. However, in a practical

sense, a useful decision-making criterion cannot be est blished,because the

population standard deviations axe very high relative to'the difference in

meaps, thus indicating a:significant overlap in the populatiOns.
.

The analysis of korrower data showed the inverse relationship be-

tween educational level- ompleted and default rate. That result is

eonsistent.,with a lower mean number of loans. On the average, defaulters
. ,

are in the higher education system fora shorter time, and consequently

. ,take out fewer ioans and attain lower academic levels than'nonde-
,

"faulters. 7.3'.11es 25 and 26 display correlative results, showing, the mean
.i

75

,8



Table 23

AVERAGE DEBT BY LOAN STATUS

'Borrower Status

Amount of Loans

Mean
Standard

Deviation of
Population

Weighted
Cases

Paid in full - $ 1,023. $ 676' 872
In repayment 1,826, - 1,174 1,820
Deferred after payment began 2,025 1,247 24
Arrears claim filed 1,260 509 58
Arf,ars no claim filed 1,465 995 162
1efa,11: -- bankruptcy 1;525 1,651 13
Defult denth 1,928. 1,107 23
Default disability 1,422 917 421
Repaid other party 1,400 922 14
Still in school , 1,842 1,153 45
Deferred 1,694 1,194 7

Cancelled 805 344 2

Unhnolm 1,928, 1,294 30

Total" $ 1,550 $ 1,080 3,492

Has borrower defaulted?

Yes $ 1,482 f 1,029 573
No' 1,588 1,109 2,568

,

Total. $ 1,569 $ 1,096r 3,141

Total cases = 3,503.
Missing cases = .362 or 10.3%.

Table 24 .

AVERAGE NUMBER L F LOANS BY LOAN STATUS

Borrower Status

Number of Loans

Mean
(,Standard

Deviation of
Population

Weighted
Cases

Paid in full 1.3 0.8 838
In repayment 1.1 1,793
Deferred after payment began7- 2.0 1.3 21
Arrears -- claim filed 1.1 0.5 5'8

Arrears -- no claim filed 1.4 0.9 162
Default -- bankruptcy 1.1 . 0.3 11
Default death 1.8" 1.1 23 .

befault -- disability 1.4 0.9 \414
Repaid other party 1.1 0.5 \4
Still in school, 1.8 . 1.3 045

\ Deferred, ,, 1.8 ' 1.7
, 6

Cancelled ' '-, 1.0 0.6
Unknown , ,,, 3.0 0.0

, Total '"'" 1.61 1.0 3 390

ll
Has borrower defaulted?

Yes 1.5 0.9 557
No 1.6 1.0 2,476

Total 1.6 1.0 1,033.

Total ases = 1,401..
Missi cases = 368 or 10,8%.

7672'
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Table

AVERAGE NIONTIILY PAYMENT BY LOAN STATUS

Borrower Status Q

Monthly Payment

Mean
Standard-

Deviation of
Populatim

Weighted
Cases

Paid in C,H1 $ 30,81 $ 18.42 584
C. rt.;:a.. 37.77 15,74 .1,747
l:4.2ricA at-tt r payment began 38.83 22,54 22
Arrea:s --. laid. filed 32.15 0.15 39
',ITC.11 --(-171'71aim filed 35.09 12.92 111
I. 1 ..!'t hdnkrardtev 39.08 17.4 4

,:.1t death 40.35 8.54 0

.,;1:- dis.thility 32.43 8.40 198
rid .0,er ::arty 31,6! 0.23 10

still In school 40.49 10.51 18
Deferred 164,84 302.15 3

Cancelled 30.00 , 0.0 1

Unl,:iown $ 37,07 $ 18.75 21

Total 2,773

Has borrower defaulted?

Yes $ 33.95 S 10.92 363
No 37:74 22.51. 2,289

Total ..$ 37.21 $ 21.31 2,661

Total cases = 30503.
Missing cases = 843 or 24.1%.

Table 26
LENGTH OF PLANNED RI PAYMR\IT PERIOD BY LOAN STATUS

(months)

Borrower Status

Repayarwall-jeriod
,

Mean

\

Standar
Deviation
Population

f
Weighted

Cases

r.id in bull 4 2-.4 '1 15.0 \ 573
In I ra,",cart 5'.'.7 28.6 1,716
T, f:rrod :utter rayrient began 65.8 27.4 , 22
A:::,,,t,r; claim file1 47,4 29.4 37
\11-:\ir, -: no claim filed 50.0 29.3 108

: tali 2 han".rdptey 01.0 38.2 4

d:arl. 07.1 / 31.5 4

.-a.,1t. -*- disAintv 14.4 20.3 192
,,..1 ,thcr wit/ '

40.8 31.5 10

.11 in schpol 7,Yi 41.0 17
72.4 30.1 3-

iu,c,:i led \'' . 5.0
...

0.0 1

Unkr,c,. tS.7' 20.6 21

_
__ Total 50.1 29.0 2,716

Ha:, Ihtricr,.er .1,:fault,:d? 4
0
.

Ycs 46.9 28.5 347
No 50.7 29.10 2,251

Total 50.2 29.0 2,606

:is,s = 3.513.
cases = 597 or 25.6%.
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repayment period and monthly pa -nt amount for defaulters to be signifi-

cantly less than for nondefaUl ers. These two tables excluded the approxi-

mately one-third of the defaulters for whom repayment terms could not be

established.

The default late is not related to the number of loans held by the bor-

rower. In addition, the proportion of borrowers who make late payments is

I

unrelated to their total number of loans. Tables-arld18. display therele-

vant results. The relationship between number of loans and mean indebted-

ness is shown in-Table.29. It indicates that the lack of, relationshipbe-
,

tween default rate and number of loans would carry over ifjndebtedness had

been the discrimi ing variable.

Table 27
C' )::11 1 I. NI 14 I .11 IF IA ' 110Th

I eccont1

of V .is
114, 11%1-nt.ei

les

Lk 1 odted?

:.o
lotjl

0 17., .,82.7 '. 10.1)
11.: 10.9,

1 114.6 841.4 57.R
50.6

13.: '81,R '17:0,
13.3 17,7

.._..- -
11.3

.._:1..

88.7 7.9
,. 3 8.4 .

1 IR. SI 81.1 4.2
4.6; 4.1

13 4 R1.6 1.4
1.0 1.4

u 4.9 95.1 .5
.1 .5

/
100.11 .1

A

n

8' 25.0 75.n A

.....
total 16.9 33.1 100.0

3,33f, Cases

Table 28
CON r1N111217Y 1A/11.1. 111(1 11r17!R 1n 11S

BY It111'110 ..14 BC,1110.)18111 111S `IAN:

Number
Loans

s._

Late Nyments?

Yes
loll

No

0 31.8 65.2
10.9 11.0 10.9

6.1 63.9
59.5 1 5084 57.8

,P.._

2 32.7 67.3
15.8 1"..a 17.11

3' 31.6 63.4
7.3 0.5 8.1

4 . 15.7 64.3

e
4.3 4.2 1.4

5 35.0 05.0
1.4 1.4 1.4

6 39.4 60.6
.5 A .5

7 80.0 20.0

8 100.0 0.0 .
.1 o .0+

Total 35.1 644,, i0,0,0 % 0

1,701 Cases

78.

'

6



a

Table 29

AVERAGE DEBT BY NUMBER OF LOANS

Number
of Loans

Indebtedness

.

,

Mean :

Standard
Deviation of
Population

Weigh -
- ses

0

1

2

3

4

S or more

$ 642

1,097

1,877

2,627

3,599

4,011

$ 931

622

763
.1.

1,008

1,177

1,500

S
,

Z03

2,031

611

28S

15_

, 67,

The survey instrument contained several questions concerning the re-

lationship of the lender to the borrowers and their families-before the

student loan was drawn. Table-7; Alich cross---tabulates born.- status.

by whether the borrower was a previouscustomer, show, t tie ire ous

account relationship does' differentiate defaulters rom nondefaulters.

Excluding,default by death or diSability, the table indicates that 5.7

percent of the borrowers Who were previous customers defauIted\and that

another 3.5 percent were significantly in arrears. For the other group,
7

12:7 percent defaulted arid there were another 8' percent with ciaimLs'in..

Table 30 .

CdNTINGENCY TABLE FORFAM-ILY ACCOUNT RELATIONSHIP BY LOAN STATUS

-....., is,-rtr 'r `,t,lttl,
'.

'--i. *. f.IL..T I

I us t one r?

, .

- ii
I,

I - t
..

,hferr,,1
.i

NrrCari

'
..%.o

(1.1,-.
i le,'

.q.

;:i.,,,,:i

'

1101,1111t
7----

Pc.ith 1.

i,fl iltv

--
Ds. fAi.1 t

Rena i d
Other
P.il Is'

,,

Still
in

ScEnol
Deferred

,

f

Can-
ellril Unknown 1 or..,

Sfr°

Yrs

Vi

Sol
55.1'

'5,5'

211
..-.st:
,'! '

7,1)
34.7:

.%74,
51.!0.
60.7:

112

13 2%
;O.'''.

4,120
'43.5%

5

0.3%
sN. 31,

-,---.

4

0.51
4,1.1i

7

0.3:
24.41

1
2.7%

55.,1%

Si

4.t
11.1t

, 'S
'3. M

0 1.

( 6, .

2
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7

i,. 3:

PIO',

0.6:
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,,,,

7,7'.
12.1:

A

0.5:
64.9%
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1,21

64.61

3 ,
0.2:
53.11

1

' 0.01
1oo,r1

1

O.'%
50.0:

1 ,:il
( h.

-55
11.

3...7:6
).1.

21
5.9

2I.i:
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.1.;

III
15.6',
6-..I,
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35.1:
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'3-5.43

3
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46.9'
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1
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pros ss.- Table 31 provides that same type of.tabuIation using the second

default measure (Q.52). From it, 10,2 percent Of.the:previous customers

defaul;ed cared with 19.8 percent of the complgmentary group:

I many cases, borrowers have no account relationthip with any lender

?.d are known to the lender only through other family account. Table 32

772` displays"the cross- tabulation of "previous account relations p with family"

by the fir9t default measure... Table 33.proVides similar irfformation for

the second measure.

Fa"

Tab e 31

CONTINGEYCY 'ABLE FOR BORROWER COUNT RELATIONSHIP BY LOAN STATUS

Borrower a
Customc\r?

Has Borrower Defaulted?
Total

,
Yes No

Yes 126 1_ ,114 1,240
10.21 89.81- 48.21
32.4% ' 51.0%

4
No 263 1,068

_
1,331

19.8% 80.2% '51':81
67.6% 49.0%

'Total
, \.

389 2,182 2,571
15.1% 84.91 100.0%

I
Table 32

CONTINGENCY TABLE FOR BORROWER ACCOUNT RELATIONSHIP BY LOANHSTATUS

Noy, .er Stahl
u,porrod h)

IRnder

Borrower
a CustoFcC

Pale
in

Full

In Re-

p;611Rnt

.

Inferred

Arn ars Default

Repaid
Other
Party

.

Still
in

School
A

Deferred
,

Unkmown Total

Filed

NoNo
,., ,

'.1'11
Filed

11,110.-

rulh,.
. '

Death -
Disability

Default

Yes 49f 722 9 8 41 9 13 73 4 29 2 1 1,462
35.0% 51.5% 0.7: 0.6: \2.9: 0.6: 1.0% 5.21 0.31 2.1 %" 0.2% ' 0.1: 49.21
5i.8% 51.6% 51.31 17.1: N4.81 76.85 61.0: 28!71 77.01 66.8! 45.91 50.0:

No 4:5 676 9 38 ,7
3 9 180 10 14 3 . 1 1,443

29:4: 46.8% 0.6% 2.6: 5.4% 0.2% n.6% 12.5% 0.7% 1.01 0.21 0.1: 50.6%
46.4% 48.4: 474.:5 82.9: 65.2% 23.2: 39.0% 71.3: 73.01 33.2% 54.1) 50.05

Tatl ,, 916 1,391 -18 46 119 11 22 253 1514 43 5 1 2,34-
.12.2i 49.1' Om: 1.6; 4.:'.

.
0.4', 0.81' 8.91 0.5% 1.51 0.2% 0.0%. 100.0:

9,'
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Table 33

CONTINGENCY, TABLE FOR FAMILY ACCOUNT RELATIONSHIP BY LOAN STATUS

Family a
Customer?

Has Borrower faulted?

:Total,

Yes / No

Yes 108 '1,240 1,348
8.0% 92.0% 66.1%

40.7% 69.9%

No 158 535 692'

.8% 77.2% 33.9%
59.3% 30.1%

Total 266 1,775 2,041
13:00 87.0% 100.0%

6orrowers are, a prioL, aImost.three times as likely to default if there

is no previous fancily relationship with the lender. By the se and measure,

only 8 percent of the loans made in the presence of pre sous family relation-

ships end in defauJt, while 22.8 percent of other loans do. Similar results

apply to the first measure.

The next-variable to be considered is whether or not the borrowers com-

pleted their intended academic programs.

Table 34, which cross-tabulates the second default measure by the com-

. pletioh-of-program variable,shows that 37 percent of those not completing

their programs default? while only 11 percent completintheir programs

do. Looked at differently, about 55 percent of all defaults come from

those who do'not complete their %programs,

, A common complaint is that lendars arevunabile to locate borrowers and

arcY thus unable to conVert th borrowers to repTment. Therefore, the"),

must file claims to recover their funds. Table 35 demonstrates that 33

percent of the defaulters never. had repayment terms established. It should 4

he noted that the C).8 percent of the p(Ipulation in this table that does not

default and does not establish repayment terns is not in error. It includes

those people who pay Off their lohns in a lump-suM before repaym

1

.° 9J

. 41
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Tablc 34

prTINGENCY TABLE FOR PROGRAM COMPLETION BY LOAN STATUS

///

.

Borrower
Fihish

Program?

Has Borrower Defaulted?
P lotal

Yes No.

1

Yes L 199
10.9%

44.8%

1,

. %
9.6%

1,83
73.4%

,

.

'`

2 4 5

37.0%
55-2%

417
-0-Alii

20.4%

661 ,-,

260%
.

.

,

.
,

'Total . 444
17.9%

.
.

2,041
82.1%

0

2,4E4
100.0%

.

Table 35

CONTINGENCY TABLE FOR REPAYMENT J'ERMS ESTABLISHED BY LOAN STATUS

Repayment
Terms

Estalplished?
.

.

Has Borrower Defaulted?

,

1./ 4,

Total

^ Yes No
v'-

432 2 6T7 3,19 ,

13.5% 86.5% 47.2%

66.3% 9. .7%

No 220'
,

1 251 471

46.7% ,t3.31% 12.8%

33.7% "8.3%
4 4

Total 652 3,0114' 3,03
17.8% 82:2% 10.0%

uP
.3.

-ts

required to begin. In terms of thoie with established repayment:terms, the

de*li,rate is only 13.5 percent.

Many,lenders believe that if h borrower-can be converted to repayment

and start paying,. the probability of default is substantially lessened.
o

Table 36 depicts.the.relationship between default 'rate and whetheror not

any payments. were made by borrower. Itshows that the, default-,rate for

9q
82
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those who make payments is 11 percent compared With the verall estimate of,

17 percent. In that table, a surprising proportion-(13 percent) of the

population did not make any payment and did not default. This can be at-
.

tribute& either to errors or to the fact that other kurcgs.may have paid

off the loans (such as the borrovier's-family). Table,7 shows that almost

no defaulters make any lump-sum payments,.

A

4.3

Table 36

CONTINGENCY TABLE FOR ANY OF LOAN REPAID BY LOAN STATUS

Any of
Loan Repaid?

,,

Has Borrower Defaulted?
Total

Yes No

Yes 278 2,254 2,532 1

11.0% 89.0% 76.5%

44.5% 84,0%
,...)

No " 347 439 777

44.7% 55.3% 23.5%

55.5% 16.01

Total 625 u 2,684 i 3,309
18.9% 81.1% 190.0%

Table 37

CONT INGENCY TABLE FOR ANY LUMP 2SUM PAYMENTS BY LOAN STATUS

Any
Lump -Sum

Payments?

Has Borrower Defaulted ?`
Total

-YeS
.

No

Yes 31 662 693
4.5% 95.5% .22.7%

6.4% 25.8%.

------,_ ,.
No 452 1,904 -2,356

19.2% 80.8% 77.3%

93.6% 74.2% t

...

Total 4$3 2,566 3,050

15.8% 84.2% 100.0%

97 -
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,Information from the AIES school file was relatetd to the Survey responses.
0

These variables refer to the borrower's intended school and not the actual

school attended (although there is a ciose onnection). The program type and

school control variables were aggregated to be consistent with previous studiW.

Specialized and vocational schOolshave an estimated defaUlt rate of:28.5

percent, more than 100 percent higher than universities 'and colleges (12.6

percent). Junior colleges and institutes are intermediate, with an estimated'

default rate of 12.6 percent. In terms of school control, proprietary schools

have a rate of 28.8 percent, much higheithan publit schools,'with'10.7per-

cent, or private nonprofit schools, with 12.2.percent.

Vocational, schools do not always act as direct lenders. Using the lender

type variable, the-default rate for vocational school direct lenders was esti-

mated to be 46.9 percent..:. Other high default rates:were estimated-for savings

and loan associati,ons(26 percent): and for miscellaneous institutions.(23 per-

cent). Miscellaneous institutions is an aggregation of insurance companies,

mutual savings banks, nonvocational academic institution lenders, direct state

lenders, and ,miscellaneous lenders. National banks', had rates of 124 percent.

The best perfumance was by credit unions, with estimated rates of 7.1 percent

(see Table 38).
0

Table 38
DI.F\LJIT JAMS FOR°S1.111.7114 OF VARIABLIS

(percent)

Selected Variables Default Rate N.

6

., Lender Type .

, .

National Banks 12.1

State Banks FDIC ,4 14.4

Savings and loans 26.V

Credit Unions 7.1

Miscellaneous .i 23.0

Academic Institution-vocational 46.9

---\

Program Type

Specializcd.and vocational 28.5

Junior Colleges and Institutes 17%5

Universities and Colleges ' 12.6

School Control

Proprietary ' 28.8

Private-nonprofit 12.2

Public 10.7

Unknown 39.0

4'
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4

LENDER SITE VISITS'

SITE VISIT PLAN

This task of the original proposal called for personal interviews withfr-

lender officials at approximately 4rlending institutions around the

country. Selection of.these lenders for visits was based on several cri-

teria. Although the sample was.inten4d.to be constructed of representa-

tive institutions, the sample size Was much too small to be statistically

representative of the universe of lenders. Rather it was intended to in-

clUde some representation from each of the varieties of significant lending

ypes and situations encountered in the program.

RMC, originally. ixqueSted nominations of intersting lenders:frolO'the

Division of Insured loans of OE based on certain desired characteristics,. '

i.e., very high default rates, very low default rates, large banks, small

banks, lenders with strong commitment to the program,'lenders recently dis-

tontinuing participation, etc. After obtaining suggestions in these areas

from various regional offices, the -Division of InsUred Lpans provided RMC

wiEk.sa list of suggestions. This list wasparrowed-tO-those in the original

RMC sample of 784 lenders and merged with other data RMC had collected on

-lender. This lit then served-as-a-basis-for RMC's choice of

lenders to be visited and interviewed For efficient use of limited travel

funds, the crite 'eographical,concentration was ais.Q used. This oc-

curred through the
)

selection of additional interesting kerders once a given
-,,-.

city had been,chosen because 'particular lenders on the OE list were located

in-4he same city. For example, bnee:the Bank pfAmerica and United Cali-

fornia Bank were both-identified as '.1';y desirabl for interview's, RMC then

selected several other lenders Angeles tbro4 out several days of

visits in the area. In that. particular case, another very large lender,

85
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I
two vocational schools acting as direct lenders, two savings and loan associ

o

ations, and a small life insurance comp -any were include& Similarly, when

we visited three of the largest vocational school direct lenders in Chicago,

we also visited two large commercial banks active in the program. In this
A

way, RMC obtained a final sample of lenders that represented various types

of problems and activities in the GSLP. In addition, use was made of in-
k-

teresting lender situations discovered as a result of the questionnaireS re-

turned to RMC from the lenders.

SITE VISIT PROCEDURES

Prior to our visit, appointments were made by telephone wrthIKe-lirector

of the Guaranteed Student Loan Program at each selected lender. With rare

exception, we found the'lender officials to be receptive to our visit and

helpful in our search of information. The opportunity to explain our pur-

poses and establish aiface-to-face rapport proved tobe important. For ex-

ample, in many cases, the staff members of the lending organization were orig-

inally reluctant to provide full answers and were sometimes defensive in their

,answers. However, the same persons were almost always much more cooperative

and helpful later in the interview. 4a.c.vala interviewees were

ble to provide specific answers because the information was not known or

vailable to them. This was particularli'true in the areas of costs of

operations and specific default data. Records of the lenders were often

not kept in a way that'allowed ready answers to our questions.

These site visits provided useful background information on each of the

type of lenders mentioned earlier. While this sample group of lenders was

constructed to--rFresent a range of relevant criteria, it was not intended

to be exactly representative of the lender universe. Even though comparison

among and across the lenders waS-conducted, most of the analysis treated

them as case studies. The anecdotal information obtained in this wa helped

in 4fterpreting the results of the broader survey.

The agenda for the interviews at the various-sites ob y varied from

site to site, depending on particular features of the e-r. In general,

however, the following subjects were pursued to\the extent relevant at a

given site:

reasons for defaults;

effects of defaults on participation;

detailed exploration of both positive (encouraging participation)

and negative (discouraging participation) features of the GSLP;

86
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greater detail about the costs of "handling GSLP loans;

how the lender provided access to potential borrowers, especially -

for those who attended prOprietary schools;

how the lender, was organized to handle GSLP loans;

major changes in GSLP procedures that'the lender wanted to see
implemented;

alternative student lOan programs and institutions that the lender
preferred to.the current scheme;

factors that encouraged Increased participation (in terms of
funds committed) in the GSLP; and

exploration of other organizational ties (e.g., parent cooperation,
branch, or educ ational institution) and how, these links,affected
lender policies- relative to GSLP.

The actual visits to lenders were carried out during the fall and winter

of 1974. Lenders werevisited at the rate of about two per day and inter-

views lasted from one to two hours each, depending on the interest of the

interviewees, the complexity of the operation, and its problems. Often two

or more individuals froM various operational levels were interviewed for a

,particulAr lender. This procedure surfaced comments and problems from all

points of view,and proved very helpful toward RMC's understanding of the

actual operational aspects of GSLP.

At the completion of the site visit phase of the project, 37 lenders in

ocations had been interviewed. The distribution by lender type and mean

numbe of borrowers for each type is shown in Table 39. Three of the 13 lende

categories were not represented, However, the proportion of borrowers receiv-

ing loans from t ese three types of lenders make up only 1 percent of all bor-,

rowers in the G P. It was felt by RMC that the omission of these kinds of

lenders from e site visit phase of our study would not significantly affect

the results. addition, one visit was made to a special type--the center

that serviced G LP loans for other.lenders.

DATA ANALYSIS

Since the format of the site visit interviews was generally free-flowing

and nonstructured, the analysis undertaken was pritharily subjective. Even
A

though the, group of lenders interviewed was not (nor.was intended to be)

representative, RMC examined the data across lenders in a comparative fash-

ion with the goal of maximizing insights and Wormation transfer. The in-

formation is provided here for the same purpose.

1 0 1
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Table 39

GSLPS TE VISIT SAMPLE DESCRIPTION

Lender Type

Number
Visited

' Mean No. of
GSLP Borrowers

,..
,:-

1. National Bank 10- ': 10,224 _

2. State Banlllc, -FDIC 10 6,921

3. State B Non -FDIC
1r

0 ,

4. Federal Savings and Loan 2 3,337

5, State Savings and Loan, 2 1,289

6. Federal Credit Union 1 111

";- State Credit'Union 0 -

N. Mutual Savings Bank 2 1,722

9. Insurance Company -
, 1 265

10. Academic-Institution--
Higher Education 0 -

v

11. 'Direct State Loan 1 44,009

12. Other 2 11,413

13, Academic Institution --
Vocational Education 5 14,110

14. GSLP Servicing Celiier 1 )10,000

.

Total 37

a. BorrowerS include only those loans that havereached rePayment status.

0
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A comprehensive site visit report was prepared on each lender for in-

ternal RMC use, and from these reports two analyses were developed: The

firSt of these Concerned the identification of characteristics of eachi.
lender that.appearqd (in the eyes of the lender and the RMC analyst) to

have had a posi ive effect on GSLP activities.' In additiOn, a list af po-

tential or 4exi ting-problems was also developed: Appendix E presents a

summary sheet for each lender listing those positive factors, problem

areas, and major characteristics. Lenders are identified only by descrip-

tors and not byname. This was done to preserve the confidentiality of

the" interviews. From these lists of attribdtes and problem areas, two

matrices were produced. Each matrix lists lenders in order of decreasing

default rate (defaulting,borrower/borrowers reaching payment status) as .

th: horizontal dimension, with attributes and problems as the vertical di-

mension.

Table 40 shows the potential or existing problem matrix. Each x in the

matrix designates the mention of a particular nroblem by a lender. The

columns on the righthand side.of the table show subtotals, of mentions for

the group of lenders on the lefthand side of the table (those having the

highest default rates), those on the righthand side of the table (those

having the lowest default rates), and the total number of mentions for all

lenders.

A look at this table will show no striking differences in the two groups

of lenders. The total number Of mentions for the high default groups was 94

compared with 72 the low default rate groups. This relationship points

'19in the right direct\n , but could not be labeled significant in RIMG's opinion:

A proper phrase describing the results of this analysis might be: no signifi-
.

cant relationship could be shown between the mention of all existing and po-

tential problem areas and the default rate (defaulting borrowers/borrowers

reaching repayment status) of various lenders.
, ,,,

Taking a clo er look at the subtotal columns, three problem t es seem
.

to show a trend t ward differences in frequency of,mention between righ and
a

low default lenders. These are:
(/

x
\

6
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_slow default claims payments,

decentralied dperations, and

nb-.customer`xelationship requitement.

These differences-r10 and 4, 3 and 0, and 6 and.1--are not.statistically,

significant, but do offer enough separation to be interpreted as- possible:

trends with this small sample size.

The statements that can be made from this analysis are admittedly weak.

However, it does appear that,lenders'with-high default rates tend to men-
,

tion the fact that claims payments, are not made quickly enough more often

than lenders with Iow default rates,. Lenders with high default rates have

a slightly higher tendency to be operationally decentralized than lenders

with low default rates; and lenders with low default rates tend to require

the borrower to have a customer relationship with them more frequently than

lenders with high default rates.

Table 41, shows the matrix identifying the good points for each lender,

visi,ted." As before, each x in the matrix designates a good point or attri-

bute mentioned,b the lenders or observed by RMC staff.

Inspection of thitalle shoWs'no striking differences between lenders

with low.and gh fault. rates. In fact, the high default,group mentioned

more total attributes(57 vs,-.50) than the low default group, but this is

Perhaps the most useful result of this analysis is toemphasize the im-

portance of the relative total frequency of the mention column on the right-
.

hand side of Table 40 and 41. The size of the numbers can be crudely re-

lated to the priority with which the specific problems should be correctea.,

The items near the top of the matrix are those that appear to be occurring

most frequently. On the Other hand, the matrix of'good points does idenc.7

tify toSe attributesthat appeal' t6 be having 'a positive effect on the

larged number of 1ehders.

bile this analyis is useful to identifr those areas That maybe

causing the lenders problems and, therefore, will require the concentrated

n9t a statistically significant difference.

efforts of GSLP officials to solve, Table 42 presents the recommendations
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of. the lenders themselves. The to aggregates the recommendations made

by 41 37 lenders, p1 the oan-servicing tenter visited by RMC. The
0
recommendattons are organiled -Verticall);.by the order invihich'they

'fall in the life .of a loan, starting with the pre-initidtionperiOd and

ending with the claims period. Wiihin'eath =jar chrOnologital category, AV
. ,

types-of recommendations are ordered by decreasing frequency of mention: .-
4

iThe horizontal dimension of the table°idedtifies recompqndation*hytype---

d.--"---//

of lender .using OE's 13 categoriei. ,:.4, ,,- -..
(

,,,,.. '/ I
r

" M

4L._ . The table is very:useful-in i entifYing thfase areas,in wHiCh.the.,lenders
. .0 , r .' . n W

,

felt dhange waSxrequired.1 It enables the reader tb pick-those recommenda-.
,

.

tions that are mgation4vith high frequency. and also idelitifies through --

.

A

frequency of mention, whichodhronological 46gorieg-may. require'the-most
6 1- , ,,Y Ta , v

43^ . ..

, , ,. .,.
reform-:___ f,

The reader can alsaxempare difference in. frequency of mention ty,lenddr,

type if frequencies axe first divided=by thetotal number of lenders (first
...

row of table):. While.this analysis cannot be concluSiVe:for,rseparate. lend-
.N

er types (since:s!ampie-Giaes axe so small in any:o4e,catego0)4 the break
.

out is presentedto'help:uhderstand poSsible causes and.to-identifY trenas

further study.
.

SUMMARY OF LENDP4-COMMENTS'

Neithef individual nor ComparatiVe-tabular suMmaries,provide the reader

with the flavor'of the actual camplaintS,.,comment$, or-recompendationr
<-0

. varicedby lenders during the site Visit:intervieWs. Admittedly`, "there a

wealth of-tabular"desCriptive inforMation:fiomthese interviews that should

be communted to CE" staff responAible for planning, operating, and,evalu-,
4

a .

^ a

-ating the student loan.pragram.-Thi st-atement is true even though,the

comments may represent only One persOn's opinion and the group of lenders.

is not necessarily representative of the universe of all GSLP lenders.

°Therefore,, RMChas prepared this-sectidh, which presents a narrative sum-

mary of lender comments' and suggestions, as away,of capturing and communi-

cating that information.

judge thec. wists,_\ he

,Little orm,attempt is made here to evaluate or

actual words of the lender spokesmenate use

,.r

r
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'wherever possible. For the reader's benefit, similar comments are grouped

together and organized around' problems. that

I re inherent in the present 'structure of the GSLP,-

result from OE's regulation and administraiion,of the program,

VIII are related to school policies regarding the4'studentsyho use
the GSLP, and

IV are caused by lending institution practices.

Each of these areas will be considered in turn below.

..1.1A.numbi of lenders directed their comments to the .GSLP itself as:

it' u real desi. ed.
4

A. tenders cited the low interest rate as a major factor that caused
t hem concern whenever they considered continued participation in
e pi-6gram or a decrease or increase in participation. The sreseni

tight money situation was given as an important element in this re-
. queSt for an increase in the interest rate Or special allwance.

Many felt'that the GSLP Interest rate should, be directly tied to
the pl'imp lending rate. They also would like to receive that in-

, terest from the day of default whirl a-horrower fa' sto-make re-
-------

payment. , .

B. Another major criticism of the program as seen by theseienders
concerned the difficUlty in converti4g interim loans (in-school
period) into pay-off loans, which at present involves two separate

'operations. They see this process as-time-consuming and one that
,entails unnecessaiy paper work that adds to their administrative
costs-. They feel the total process should be combined into one .

' loan , t,

C. "Several lenders suggested that an add-on or revolving loan be made
. available sb it would not be necessary to fillout a- full set of
applications and other-papers for each additional loan after the
original:limn has been approved. One lender said this would re-

t'

. _duce their paper wil( "tremendously." This revolving type of ar-
rangement is commonly used by banks for other types of loans and

i several lenders suggested the feasibility of using it with the
GSLP. 91ne lender suggested adding an amendment to the original

rza

4's

loan to serve thesame purpose.

D. dA'number of lender's representing various types of institutions
suggested that any Means by which the government could iMpress
upon students the importance of repaying their loans would bean
improvement over the present situation. They felt that students'
are convinced the federal government-will not press them, for pay-
,ment or take punitive actions for default. One lender suggested
that some good governmeni public relations might counter this idea,

,6)

'1J9
95



a.-
Another lender stated that students who defaulted were aware of
their obligation to repay, but on several occasions,this lender.
had been told by stuaent defaUiters that they had nO'intention of
repaying the loan.

E. Some lenders suggested that special provisions might be added to
the legislation allowing ideferral during the ,interriship period of

a doctor or dentist. A number of instances were
lenders ii.lhenba, doctor's low paying internship and residency period
mddel,repayment very difficult. Although the number pf students
that fall into this problem category,is admittedly sMall, never-
theless, the probAetiltis real andcould be easily corrected by a
special provision, thus preventing some default in a category
that would not normally be expected to default Ws well as again
reducing the amount of per work required while attempting to
obtain repayment from this'group).

same sort of recommendation applies to thoseStudents who re-
urn to school for graduate work in any field after repayment has'

begun on a loan. Graduate 'students in most areas Are also usually
not earning sufficient salariesto support a loan payment comfort-
ably, especially if the%have families or other financial obligations
as well. (Apparently these lenders were not able to use existing
deferral regulations for$

these cases.).

The general request by most lenders who commented on this problem
was for more flexibility in the program that would allow them to
adjust terms to meet the needs of the students when repayment prob-
lems occur.

F. The.problem of tracking students who default is seen by many lenders
as brie of the most costly aspects of the GSL program. One method

"br-vv. --tlks'problem might be alleviated through the design of the
program itse would be to include provisions in the, programthat
would allow the'lenders,to have access to other fedal government
agency records to locate defaulters. Agencie as theImmi-
gration Service and the IRS Were mentioned in ad ion, to using the

Post Office records as well as records from e NDEA &the Social
Security Administratiolir.-----

G. Another suggestion made by a directschooI-Cvocationa
volved a basic change in the GSL program. In view of the tiv
high default rate experienced by this type of lergerrthe-change
seemed warranted. The spokesman suggested that; since the govern-
ment also offered a grant program through the Office of EducatiOn4-7-___
this prograMmight be combined with GSLP in such a way that students
who needed money for higher education and could not repay their,.
loans due to some valid reason. (i.e:, lack of sufficient employment,
personal emergencies, andthe, like) be awarded giants. Instead of
becoming defaulters, obtaining a bad credit rating; and inVolving
lenders in considerable -time and expense in an effort to force..them
tolmake repaymentwhen they actually could not do so, these students'
loans would be changed to outright grants. Th cost to the govern-
ment.would be the same since the government antees the defaulted
loan.

96
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Another suggestion by a
of claims and collectio
lending institution an
and means by which to o
gested that actual len

o.-
Mould handle the cla
iStically expect bette
cational institution t

,11

CI

5

direct school lender concerned the handling,
This type of lender is not,a professional

probably does not have the best knowledge
erate a lending program. The spokesman sug-
g-institutions or collection agencies
and collection procedures and might real-

results as a consequence .,.than when an edu-

ies to perform a lender's function.

I. A 'suggestion regarding the length of the grace period was repeatedly .

made by many lenders v'sited. Most seemed to feel a period of not
more than six.months s ould be allowed, while, one suggested a three-,.
month period iii lieu o the present nine-to-twelve-month period.

Different suggestions w re made regarding the GSLP regulations con-
cerning the types of in ti4utions, considered eligible foi. GSLP loans.
One large commercial,b lc,suggested th e ,shOpld betwovseparate pro-
grams:- one for academi schools and e for proprietary schools.
Other lenders stated s ply that the freq.uirement for eligible edu-

cation institutions sho d be streng hened: To RMC interviewprs,
. the consensus seemed to be that many lenders felt a number of insti-
tutions were using the program for their own advantages, rather than
utilizing the program for its original intent; i.e., assisting stu-
dents tO obtain higher edutation or professional training, One.

lender suggested,thata federal tuition lenders' association should
be developed to protect lenders and-students a inst unethical school

.practices. -

K. O4e mutual savings bank expressed a:Strong conce about the program's

bd'ic policy that makes lenders the judge of'a student's financial
ne d and qualifications for a GSLP educational loan'. The'spokesman,
sp,r ssed the point that lending institutions benefit from the loan.
transaction thri gh earning interest. TherefOre, he felt the lender
should not. one who determines who to subsidize for higher

educati . Upsuggested that schools have the available information0

.ret- ging'an educi,-4 al historrand potential and would
.- he 'letter judges o e likelihood of the student's success

'in an educational program than any financial institution. , Of course,

his suggestion would not perV.in to those educationalinstitutions
1aat also f as lenders .underhe present arrangement

the use of a co-signer on a student's .loan
as a practice that had prosu ed a significa t wduction in default

rates in their portfolios. Othe'eIendersindl -ted they would re=
quire'a co-signer if such a provision was allowed by the regulations:

4 11A11!:

11. A second area of concern to many of the lenders visited dealt with

those matters 4iat OE's :migulations and adMinlra-
,

tion of the existing programs A

4

r
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A. A comm .n requeSt among ';these lenders was for clearer definitions

. Pf --rms and-guidelinesfor procedures to be .followed. The. most

,,,-- ten repeated complaint was the ambigUity of -the term "due
diligence" as applied .td theeffortsa. lender must make to ob-
tain repayment an a'Matureloan.'An example cited -by one,large
commercial bank il1istrates this point. The lender noted that .

OE had been,returning to the lender and asking (requir. 0 the
lender. to repurchase loans for which the lender had col ectedde,-
fault claims, but on which OE eventually found the stu nt, and

established repayment.'The question was raised regar g at which

point a lender had complied with CE's requirements. Why should
the lender buyback a loan and entail further costs of administra-
tion after it and OE have .

eadyagreed once that the.bankhad
exercised due diligence. ., trying to find the student?,. EXactly
the same position was. 'ated by anothercomeiciaVbank lender
when its state *ftty had begun to return loans t&itfundery,
identical circumstances. This lender took the position that it
was, not obligated to take back these loans since the initiafre-
Oliement for default had been established:.

.

The above decisions mere considered by the-lenders as. being retro-
active in natUte,'as well as being inconsistent with other actions

taken by,OE. The lenders stressed the point that OE shoUld not make

retroactive decisions that modify existing contractual loan ar-,,

rangements. Such a retroactive effect sometimes creates' Joss' posi-
tions in existing lbans that a lender could have otherwiSe avoided.

.

Conducting operations on a business-like basis that honored contracts
was implicit in these recommendations. One lenderspokesman said
(and several others implied). that the difficulties they experienced
with OE's management of the prograni:Vere among their primary reasons
for withdrawing or drasticallyteduting their patticipation in GSLP.

,Many of the lenders RMCyis'ited cited similar problems. Suggestions

were made repeatedly.that OE supply some clear, consistent written

guidelines that Kt d Clarify ambiguities within OE'S instructions
e'lender suggested these guidelines. should be pub-

quarterly and should Contain nontechnical terminology
include special regulations and a section thatIdocumented

is types-of problems. ) . \.

. other area of complaints centered around OE's slimness, the long

time involved in obtaining vaproyals of loans by .0E, and re ayment of

claims. The first area. is one yof inconvenience and frustrate on to '

the applicant. 'Reports of waiting four to six Weeks_for approval,

were commonplace. Howeirer, the second area often resUIts. in 'OS of

money to the lender. L6nders requested. that the government '

terest from the day of default for all' loans to reduce this cost,
IP to the lender.. Long delays in receiving payment from OE after de

fault claims were filed was also commonly cited by lenders. These

lays ranged from one to six months. 'Several lenders brought out e

amples of these:dated claims and showed them to the RMC interviewers \

to substantiate their statements.
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Another OE delay was described as 4a 45-day waiting period,
lender to receive payment for the quarterly. invoice covering the
special allowance, a factor that was cited as adding significantly
the operating costs of lenders. Yet another example of OE slowness
was in the pre-claith assistance area, where it took_a inimum of
45 days (and more often close to 90) for OE to provide

C. Lenders who expressed a desire for a dec ease in paper wo cited .

the earlier-mentioned OE delays as increasing their paper work loads.
Likewise, the lengthy and numerous forms required by OE for each
step of a loan's processing were mentioned as apart of the excess
sive paper work. When terms are ambiguous and need written clari-
ficatiOn, the paper work load for the lender is also increased. This
one ttomment was consistent among all types of lenders visited. Lenders
find excessive paper work_increases the costs of the GSLP for them
and, since the program operates on a basis that provides them less re-
turn on their money than similar loan programs, they strongly object
to any excessive paper Work connected with such a program. Mother
area that was cited as causing_large amounts Of paper:work was the
warin which multiple disbursements have to be made. One lender sug-
gested a special fund might be set,upthrodgh the schools to handle
these disbursements.

D. Many lendeA requested a change in OE's special allowance which
was cited as inadequate in the face of, the present tight money
situation.- An increase in the special allowance or the interest
rate would help the cost situation considerably in the view of most
lenders interviewed.

III. Many lenders saw a basic problem in what the felt as a lack of co-
.

operation from the schools that benefi ed from thee GSLP.

A. The area most frequently mentioned was that concei ed with obtaining
students' status reports from the educational ins itutions them-
selves. When students change their names, enter military service,
transfer to other schools, qdit the program, or ove from their ori-

- ginal addresses, the school is aware of these changes and has them
in its records. However, the lenders have had very litile'success in
obtaining any of this information from the schools. Some schools
haVe-tited privacy as a controlling factor, while others have nen-
tioned the time and staffing they have allotted to this student loan
program as inadequate to meet lenders' requests., However, the lenders

"'have found that, when. the request Comes officially through State or
federal agencies, they have fewer problems with the schools. Other
lenders complained that, although OE could obtain andTrovide this in-
'formation, the material usually didn't reach them in a reasonable
period of timeqor didn't reach them at all). Lenders suggest that
one of the provisions of schools accepting studentS`who use the GSLP

- should be that the schools provide lenders with the necessary records

.and inTormation. Again, this request does not apply to those schools ,

that act as lender themselves. One large educational institution
had been sending postcards to noitify'the lenders of student status,

O. \:
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Changes. This was the only schOo Lng so in connect '.n with\any

of the institutions interviews and was cited as

by the lender involved.

B. Many lenders were aware of abuses of the GSL pra by%certain

schools. This problem was discussed in an earli section, but

would probably require major policy changes to eviale it..

N. Finally, the lenders saw areas of concern wi in their own and other

lending practices. Thfatharwerience And modifi ation,.several lenders

that had been involved in the program since it inception had developed
_ ...

methods of reducing their problems. Their comments are also included in
P

these remarks.

/

A. One area consistently checked ncerned the question of cross-

borrowing. Although several of de lenders visited did permit
this practice, most who IA done so earlier now restricted loans

to present bank customers who had no other educational loans with

other lehders. The CO ent was often made that each lending insti-

tution should service its own customers, thus spreadillg the burden/

opportunityamonvaeligibleinstitutionsinagiveliarea.

B. In conjunction h.the above comment, it was suggested by many ,

lenders that, though the program did pose certain inconveniences
(and sometimes losses) and seldom provided as good a,,return on

their mono as other loan programs, the GSLP nevertheleSs did pro-

vide a real to the community. The GSLP can be used by the
lender g'a 4ommunity service in their own public relations and

adve tising. SeVeral suggestedin fact, that the federal govern-
t should stress this point wherever the program is presented to

;`studeritSalldinpressupollthellIthatthelender&eS,,,MA stand to

z. make any huge profits from the program. '

m

.
.Certain restrictions on eligibility for loans had proven useful to
many lenders in controlling default, They included limiting the
amount of money loaned to any student during'one School term, dis-

allowing loans to freAMen (thus selecting applicants With a

proven academic survival record2as well as effectively eliminaOng
loans to,the higher risk, short -term proprietary schools), choosing

applicants who were already customers of the lender, choosing ap-
plicants with a past history of good scholasti6 marks,; limiting
loAns to students under 26 years of age, and excluding part-time

Students.

D. Many lenders had noticed when parents or others co-signed regular

loans there was considerably less difficulty in tracing a student

who defaulted and obtaining repayment because the go-signers helped
in both processes,--ls mentioned earlier, a number of lenders said

they would,,prefer to require co-signers if such a provision could be

written into the program.
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E. Some lenders did riot actually make/credit checks on their applicants

or use the material when it was supplied unless the applicant's

credit record was unquestionably poor. However, those who did.make-

thorough'checks and made good use of their findings reported the

practice was very beneficial in relation to lower default records

since they had initiated the practice. -Another related observa-

tion by one lender included. its successful use of a detailed ap-

plication form that required not, only credit information, but also

estimates of incomes and expenses, personal references, employment,

history, Social Sedbrity number, driver's license number, and per-

mission from the students to have full access to their academic

records while using the loans.

Most of the lenders indicated that a personal interView was 'an im-

portant part of the application process, although not ail lenders 0
.

visited 4dtually conducted one.

F. Another practice that severial lenders had'hound very
4,

useful was that

of requiring the borrowers to read and sign a letter ofresponsibility

before they obtained loans. This letter would-iTepeat the repayment

terms. In one lending institution, actual seminars were held with

groups of borroWers (and sometimes their parents), where the substance

of the loan terms were carefully explained and discussedi again

stressing .the borrower's obligation to repay: The lenders who used

these practices felt they had.contributed significantly to a reduc

tion in their default rates.

G. Lenders wharemained in close contact With their botrowers"through-

out the.life of-the loan and carried'on correspondence'prior to

graduation and during the grace period seemed to feel they had a

much better chance of obtaining repayment than if they had failed

to do so. Of course, this effort represented a considerable invest-

ment in time and additional paper work over a period of many months

and often years. But again, lenders who followed this policy seemed

to feel it was,One of their best methods of encouraging repayment

and reduced the*cessity of later tracing and persuaslOn-problems,
delays for clain0ayments (with loss of interest), etc at the 'end

of the grace period.

Several fenders also conducted exit interviews with loan holders

immediately prior to or following graduation as part of an effort

to establish contact before the graduate. had become.difficUlt to

locate.

H. Many lenders reported that some students had difficulty fulfilling

repayment terms. Whenever lenders-had-a policy of trying to work

problems out with these students, they were generally successful in

doing so. These- lenders' they felt the additional time

spent and the flexibility of terms they permitted were Worth the

additional effort because it helped prevent possible defaults.
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. Almost without exception, the problem most often mentioned by lenders
t, was, that of trying ,to trace their borrowers when it was time for re-

pa ent. Because lenders do not have access to other 'government
r - tc.-4 ,A4 because many schools are not cooperative in-this respect,
the lenders are o en forced to hire professional collection agencies
to assist them in this task or else .devote a great'deal of their. own
staffs' time and effort to the-pTOlem in order to prove that "dile
diligence" was exercised. This, of course, increases the costs of
the program, to the lender and, as mentioned earlier, help from any
othet federal agency or the schools would'he highly appreciated.
Those lenders-who and-secon-'
darily acting:as lenders often find this parti lar aspect of tie
program very difficult. One lender,; .gh cost of search-
ing for students all around the UnitedStates land sometimes out-
side the country as one of its primary reaSonsfor phasing out of
the program. ,

J. RMC interviewers noted that those lending institutions that tried
to manually manage the records Connected with GSLP expressed more.
problems and discontenewitifthe progiam than those who had com-
puterized services. Of course, the size of theoperatiOn involved
was an important factor in the need for and benefits of automation.
Only a very smallVerider with a small portfolio did not have same
difficulty managing the record-keeping involved. Several of the
larger operations represented centralizekserVices for a group of
smaller branch banks. Again, if the:p*fblio of GSLP loans was
large and computerized, there were fewer prohlem expressed'than if
the services were managed manually. Some smaller` lenders felt they
did not have the financial resources,to justify the costs of com-
puteriiing their GSLP operations.

.

K. Several lenders suggested there was.a direc lationship between

lb

the.difficulties they had in obtaining tepaym t'l 14 and the number of
loans given to vocational education students. ther lenders did not
see this.area,of student loans as one that presented any particular
difficulty, but rather preferred these loans because of their rela-
tively short -term duration. However, most of the lenders interviewed
felt otherwise, unless they themselves fell into the category of
vocational schools that acted as lenders.

ii

In summary, -most of the lenders visited were aware of the importance of
0

the GSL program. Although the lenders recognized the value of the program

to students and the community, they felt-he costs of the program were ex-

pensive compared with the monetary benefits received. Lenders tended to look
)

on the program as a community service rather than a good financial invest-

ment. Most lenders were in the lending business and felt their experience

and expertise would result in a more efficient program if the lenders were

allowed more flexibility. They see areas of the program that could be
i.
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improved. If some of those improvements were made, dets feel the re-

lative costs could be decreased, which, of course ould make-the program

more attractive to-them from a financial point of vie As a result of the

tight money market; many of the lenders we visited pat, whenever pass-

ble, improvements in thenGSLP should be made to encourage continued lender.

participation in this worthwhile program.

=
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CONCLUSIONS AND RECCHMENDATIONS

This chapter presents the conclusions and reco

Research after examining the data obtained fro

most beneficial result of the project is the e

endations prepared by RMC

GSLP lenders. Probably the

tensive data on the operations

and behavior of both GSLP lenders and borrowers, which has been fully dis-

N cussed in previous chapters. Rather than re

this chapter focuses on the ma: r patterns

Although the wide-scale st ctured maili:

primary basis for these conclusions and re

the more limited site-visit interviews.

ducted. The first survey was sent direct

did not prove as useful as originally hop

'number of responses from defaulters and

of responses resulted in estimates of le

for. Nevertheless,-many_interesting are

the lack of precision did not compromise

these have been taken into account.

The second survey covering borrowers was sent to lenders. IncfUdedn

the approximately 5,0Q0 responses were over 660 responses describing de-

faulters and a proportional number describing minorities. This survey pro-

vides a reliable data base for making inferences about these'Subpopulations.

eat the items discussed earlier,

d unexpected results.

survey of lenders provided the

ommehdations) RIC also drew upon

d- other mail surveys were con-

y to rrbwers, but \this survey

d becaus of a,poportionally low,

inori -ty grouPs, The low number

s precision than-originally hoped

s had differences se- pronounced that

the character of the results, and
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STUDt CONCLUSIONS
"

In an overall sense, the collection and analysis of .1a der data from
4

the,surVey has produced a much greater understanding of ope ."tions and at-

titudes of lenders participating in. the Guaranteed Student Lo ;grogram..

Moreover, by conducting this survey in a-"-systematic way with a r resenta-

tive sample of GSLP lenders, the results are worthy of more confide ce than

isolated or_unverified Comments volunteered by some lenders.(often re-'

cipitated by particular problems). This is true even in those subje t

areas where the survey supports previously held beliefs. Sincepthe s Zrvey

obtained,valid responses from about 70 percent of the lenders:selecte (and

this represented about 72 percent of the GSLP borrowers in repayment)

feels there is a solid base for conclusions about lender behavior and at=,

titudes. Although (as in any survey) it is not possible to completely

eliminate the possibility that lenders modified their responses to present "

aibiased picture beneficial to them,. IIRMound no evidence of any trend

in this direction.

Before presenting specific conclusions, it is worthwhile to. review the

major objectives'bf the'lender survey as previously presented in Chapter 1

and to summarfze the success of the survey, in achieving these objectives.

(1) To exp d on the informatiortlenders currently report to the
Office o Education, particularly for data needed on a one
time basi for OE's Loan Estimation Model.' The lender survey
of the study has clearly provided several types and amounts'of
additional information concerning lender operations and behavior.
OE's Loan Estimation Model is helped by the addition or verifi-
cation of GSLP operational data that are needed to estimate
parameters of the model--for example, (1) the classifiCation of
loan status, which bears on the distribution of loans within
the model and on establishing transition probabilities for bor-
rower progression from one loan status toyanother, and (2) esti-
mation of average repayment amounts aneduration.

(2) To determine'lender experience with loan defaults that will be
used to evaluate the OE data file and to assess certain quali-
tative aspects of the loan office portfolio. Considerable
qualAtative data on lender experience with loan defaults were,
obtained by the survey, but only limited information on quanti-
tative default rates for lenders was obtained (because not
enough lenders provided aggregate quantitative defaift data).
However, some qUantitative estimates of default werEbtained
from lendef-supplied data in the RMesample of borrowers.
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(3) To 'determine some of the important procedures relating to
lender admin,istration of guaranteed loans. This objective
was fully satisfied from the lender survey; it provided both
empirical data on active lender procedures as well as on
lender preferences/attitudes ommany_aspects of
stration.

14) To estimate some of the °primary costs atsociated with the ad-
ministration of guaranteed loans. This survey did not com-
pletely succepd'in obtaining lender costs for administering
GSLP because of the inability of lenders to identify or pro-
vide such data. HoweVer, the survey did succeed in obtaining
relative cost information foc major cost categories involved
in administering GSLP.. f'

\G5) To determine some of the opinions, viewpoints,'and more_formal
.

policies that constitute 'lender response in the structural and
A administrative requirements of the GSL program. This objec-

tive was fully satisfied through Tender responses to a series
of questions on GSLP requirements and possible program changes,
particularlyas it relates to participation by the lender in
this program.

(6) To determine certain aspects of borrower repayment experience
with len4iers. This objective was fully, satisfied through data
obtained from ItOders concerning a representative sample of "
GSLP borrowers.

In summary, the survey and resulting analysis were able to athidVe the original:-

study objectives related to.lender operations, frith the exception\of the two

-areas identified above where only partial results were obtgined,

following sections discuss specific areas of interest.

Participation of Lenders inGSLP

Conclusions related to the'willingness of lenders to make loans to stu-

dents under this program can be grouped around the. folloWing three areas:

The primary, purpose cited by lenders for participating in GSLP
involved sent their customers or the community in general.
Discussions ding lender site Visits revealed that, to some



,
lenders, GSLP 'was an ous part of ,a publiC,relations or com-,

munity service object Loans for educational purposes are

recognized as a legit te need of the appropriate constituent

group, and lending in tutions used GSLP'as a vehicle'to serve

that nped. This was previously held,belief,and has been con-

firmed by this surrey.

Despite lender int resk- in serving customers the survey results

are heavily laced.. ithAender- concern about economic return.

Although various 1 nderS focused on different aspects of the

economic equation. e.g'.; highet interest rates,, lower admini-

stration costs, and e lender flexibility), the real concern ay.,

peared to be the net contribution toward profits. At the same

time, the-site visits didnot find a high'concern about earning

or maximizing profits. ,'Instead,.a strong concern to at least

break even--that is, to achieve other Objectives while not suf-

feting any overall loss,from,the program-'-was seen.. This con-

cern for at. least breaking even,_ rather than earning high

profits,, probably reflects somewhat the abnormally,tight money

Market in the period just preceding this survey. However,

these implications must still be significant to OE if it de-

-, sires to increase loan fiords available through GSLP since 79

percent; of lenders, (covering 52. percent of the borrowers) had

'no expectations of increasing their leveed. of participatiOn.

The'action most likely-to bring about Additional investment

funds is clearly that which will_improve actual-returns to

lenders (including reducing admii*trative burden and, hence,

lender costs). This prpoccupatponwith economic retutns is

not surprising given the profit"motives of most of the lending

institutions.
- .

Lpndets are significantly, concerned -about the amount and growth

/
af,federal "paper work !and red tape" required by GSLP. For

most lending institutions, GSLP represents less than 5 percent

of their loan investmelitS, but takes afar greater proportion

of theit administratiVe efforts. Afew say they are dropping

out ofthe program primarily for that reason. During the site

visits, lenders consistently commented that they, wanted more

flexibility in their Actions under GSLP. While they.were partly

motivated by the desire to reduce the amount of paper work and --

reccIrd-keeping, itWas also clear that many lenders felt theii ,

regular ways of operating:in a lending environment were, adequate

and they could, achieve better results to their own way. Even

though this self-interest probably contributed to so of these

lender statements, it is also likely that there is conserable

truth ,in their beliefs. There iSa wide variety of rec6r...

keeping systems among the many' types and sizes of lenders p.

ticipating in GSLP..
expensiVeYfor many`

to meet all federal data requirements-without modifying their

systems (the same was'tove for meeting the data requests of

this survey).
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.Student Access to GSLP Loans . 4

6 ,O

ri

Contrary to generally held'OPinions446LP is not-,vstpd4ntaid PT1/7.-
. .

gram 'accessible or ()Pen to alfstudentS. Entirelyseparate:fro GSLP

legislation:provisions-and OE regulations, largejlumbers of lenders .have
,

introduced additibnaI,CohStrain s that limit student-eli Vlit*.- These -,. '.,

4 ... 4
.... ,

include large...numbers of lenders wEN'restrict loans. to icistini,custothers:':

do'not give loans to first-year .stude s, knot giVe to s to vocational ....,

school students, or prohibit loans to st dents holding LP Virans---from,

other Lenders. -HoweverjUstifiable the par 'cular lenderb_ayfeel these.'''':- 4,

,, .0

provisions are,"the Ret,effect is a differenti
, ,

patterirof.stUdent ac-. :. .'' `

cessibility to GSLP funds. There is a dual rationale for these lender- 4,

, &
..,,,.

. .
,...

0 initiated.constraints:
.

(1) a judgment that the
S'
stadent.or the:profram is.-,,.

servedbest served by not granting certain types of loans,' and (2)as, a'waY to
.'

ration the' investment of Iepder.funds ih-aprogram operating at a net 'loss. 4

The data from this surVeydo notairdw,an asSigntent Of.ref4tive cause be-.
4 ..:i 1

tween these"factors.
.. N'

.6. .

Effect of Lender Size
.

The leveldf:lender-participation in GSLP was foOnd to.bejhemosti

useful explanatory variable in understanding lenderrespOnses. There is

0 a veryyddidi:sttibution of GSLP lender size, as measured" by the number of

borrowers Who have leached the repayment stage:- A very large number of

'lenders each` have a shall particiliatfoil ingESLP: 'AlmoSehall of 'the

lenders have less than 50 borrowers in repayment and almbst three-gilarieri.(-,
.

have less than 100; An analysis of the survey data reveals that this--' .

size variable has a strong effect in "explaining many other Observe
,

lationShips and procedures. For example, there is a sigriificant:tendency'

for the smaller lenders to have considerably more occurrences of zero de-',/
./ .

fault situations,,atid to spend -prOPortionately le ;of their costs o
,

finding defaulters and preparing-claits,- ;Smaller lenders,,are al
.

more likely to require customet'statuslaefere,granting loans

412'

0

122
109



Distribution Of Default

e available lender data did not, allow extenEve analysis of

default ates, if is ar thatXhe phenomenon of default was not.evenly

distribut d among Ieners. e amount of defaults is concentrated in cer-
o

taim geographical areas. -Howeve ,as mentioned above] the large lenders

had considerably More of the'defaulticcurrence, and this therefore ex-

4 ,plained much of the geographical dispersion since-tertain geographical,

areas had larger'Concentrations of larger lender i,,grtf-nine percent of.
--,.-,

the lenders file no claims for default during 1 3, but they represent d'

only 13 percent o the borrowers in re$ayment. In addition, the lender--

.
sypplied data on he sample 9f borrowxs_revealed much higher thansaverage

,.

default rates fo ocational schools that Actas_direct lenders (47 per-

cent aefauf and savings and loan associations (2:6 percent). Credit

unions had much lower than average rates (7 percent). 1k q

Lender,Difficulties'Locakting Borrmersv:''.
It pis clear that.,one of the biggest problems 'facing lenderg in adminis-.

'tering GSLP was locating students .during. the _repayment. and<ziefault periods.

A .latge part of this problem concerns, invalid addreSses and lack of know-
re

bledge about studentS' changing loan status or location. This is verified by
Ya

RMC's bOrtmers survey, which still had 58 percentsof its defaulters and
r

26,percent of its nondefaultersyweith invalid addresses, even after exten-
v,....

sivp follow-up activities using credit bureau checki and IRSrtgxoreturn.
addresses. Lenders consistently described lack bf cooperatfon and assis-

ance from schools attended by the borrowers in verification of loan status

,changes and assistance,in tracing dpfaulting borrowers.

State Guarantee Agencies

.While:,this survey did"not'include sufficient obserVations to,make,coh-4 din

elusions about individual-or. groups' of state gUnantee agencies, site visits

Jandothet'infOrmation) indicate that aWitie variety of assistance and of
fectivenesS exists among state gyarantee agencies:-Wlih alfew state .

guarantee agencies establishing data; systems and ptoviding assistance to

lenders far more than the federal progrmn. Some state gUarantee agencies

In
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aisb have different definitidhs and procedures for defaulft-claims, therefore

making it diffiCuit to agwegate'data from the federal and state arante

program components.

Validity-of OE GSLP Data

.0ne,Subsidiary-objective of the study-was--tocoMpare.data,-where pdssible,,

covering the same variables obtained from ibis survey. With,those contained in

GSLP files of OE. This provides a measure of t1 seta validity, but 76-6t-6------=-

was no opportunity for field investigations ta'40ermine---th6:XtTueZ4alm-:

of eacii-Varighle. Tgr4ts purposes, R4C.assumed the mo e

receiVeddire7CtIy from the e-lender represented the correct situation at that

time.

RMC found substantial-diatences in-status code information.. Lender . ,
. ,\

status code information indicated that 10 p7cent of those classified as
, _._ ,

denOters by the Office of Education-were in repayment or paid in full.. ,,

It was also found that 18.5 percent: of those classi#ed asio&ulters by
.4.,

.th:r lenders wore-"classifledby OE as in repayment, paid in full, or .in the
,4.

,.

grace peri6d:--Another-16.7 percent wereZrassified as withdrawn by-OE-A..,

thus A4 percent-of'the defadlterSOentifiedby the lenders were nondefaulters

on the GSLS II files. While some of these differences are 0155,4177CauseT-By

time lags in reporting-status a Substantial number dfaqiicely

to be continuing errors. Therefore, any analysis or other uses-that,-depen______
. ,?

.... . . . . .

-1d

upon loan status data from the GSLP master file should beanterffre`d-very
. . ; .

carefully.

Borrower 'addresses fro& the GSLP master file hacieven'greater occurrences of

incomplete or wrong data. In this .ase, there is- na .solid basiSfor establish-

ing an error rate; RMC'ssubjective estimat6'after,fifte'ep,jmonthS of working
. ,

'with the ,addresses is that abdut 60'percent are either incoMplete dr-inaccurkte,

A InAparticular, mostYstreet addresses-are missing. This is not meant to be cri-

tical o ' the file maintenake-bec se:it is understood that _the filesmetenat
-

'intended'to be sused foi'borrdwarAracing (excePt-for

faulters). Boweverfor-AnT-contemplated,use of thee address data,6116-m4st,

-4nderstand theirlimi,tations and incomPlefeness.
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The quality of biograph
:- -.

found in the sex codeand adeyr rate of 5 percentwas found for the race.

-----.--------code______ :?1,0k:-.. .- . .,. .,p.7

There were no :comparable estima 'scLavailabletop relating the financial.

e ..-

information contained in the fileto,:fheestimates we derived, speCifically

for the'repaymenepopulation. The only comparable study dealt with the total
,

GSLP borrower populationandprovided estimates based on the loan as a unit
- --

of measuretent and not the individual in repayment0H1 ,which is the case with

yariables was pod: Onlrone error was,

.1"

this,study._

--_Defaulter Characteristics

A m r focus of this study w to uncover the characteristics :of de-

faUfters and titutions that have a high proportion of defaulters.

Through a series of two-way analyses of thehorrawdr*data supplied by

lenders, certain distinctive'features of the defaulter population were

dis-Cestrcl. We found ihefollowing groups to have significantly higher.

default rates than the average over'the entire-prograM:
cs

Students from "vocational particulat, stddents
vocational schools acting as direct lenders; and

students with weak lender relationships--this includes stude
that lenders cannot find, students who do not get their loans
from the lenders in a fade-to-face encounter, students who do
not fully understand their obligations and rights.

We found the number of loans and amount of debt essentially unrelated

to default.. However, we did not have enough obserirations to effectively

analyze the very highest debtors as a group.

Lender Relationships

Defaulters asa group have a very loose relationship with the lenderf

from which they borrow: Many of themidn niitrtever meet with the lende;

they report that they do not understand most of the loan terms or their

rights and r'esponsibilities. Many defaulters are never foUnd-by the "fender

when repayment is, scheduled toshegin-:.---Six percent Of theTdefaulters

comp from families with no account relationship with tbe lender; oily 30 13T.-

ceht-'46t the nondefaulterSdtr., ',..

1. _SystemS Group, Inc.; Laan'Analysisof:the Guaranteed gtuarit Loan
program (GS119 October,1973)°. 4



Type of School

Vocational schooisas a group exhibit default rates more than twice as

high. ascolleges and universities. Vocational schools that also act as

direct lenders exhibit default rates near 50 percentabout four times

higher than colleges- and universities. W tannot conclude that the problem

is a last of quality in the vocational scool programs, although our site

visits have confirmed this in certain Cases. The vocational schools appear

to attract students who are often unqualified for more advanced studies,

whO may not t4high School graduates, and who might not be realistically

qualified to undertake any sort Of academic program. dome vocational schools

have responded to these students by screening them; others seem to have,

used them simply to expand their enrollments or their default claims.

STUDY RECONUMNIDATIONS

As a result .of the survey rata and the experiences obtained by this

project, RMC Research has prepared the following recommendations concerning

the 'Guaranteed StudentLoan'Program. While it is realized that some changes'

to GSL are being contemplated,jor already started) as a result of the

variety of other investtgatiOns and studies conducted within OE and Cong -ress,

these recommendations are based only on the current survey and site visits.

Some of these recommendations 4iould require legislative changes'and some

could be implemented by 014Ethrough modification of its own guidelines and-

procedures.

One special and important nature of any'rcommendations must be'recog-

nized fromthevery beginning. ormulating 4Fecomnendation.for specific

action to be taken'implies an-%ass tiom.about a desirable or preferred out-

come. Since a complex program sUch s cap has several objectives, it is

"often necessary to estab4sh prioritie . among competing objectives--or to

deCide between objectives when an action has opposing effects upon them.

For some simple cases,.such as i0proving the operAing efficiency of the

program, there m be little difficulty in obtaining agreement on the goal

and-methods of achieving it, but, as a counter example,'' consider the goal of

reducing a growing OE: rogram cost by minimizing high loan default, which

.IP



at the same time will-reduce the access of cer ain groups of borrowers or

schools to GSLP loans-for financing their educa ional programs. Choices

must'be faced, such as--Is default by anyone tol rable, even if guarantees

by .the federal government mean that certain popula ion groups are thus heavily

.subsidized, while other groups are-not? Or .does the extension by Congress in

recent years of GSLP, eligibility to vocational school and students mean that

very high default rates by this group are acceptable social policy.

The reason for raising this issue is to point out that formulating
411

recommendations require value judgments--judgments that should not, be.

made by a contractor, but by Congress or its delegated policy-makers. It

is not appropriate for RMC to make what is basically a*political decision

that affects redistribution of income and equiy of treatment. Therefore,

RMC has attempted to Clearly state such implications along with its recom-

mendations, wherever appropriate. %

Recommenda ions Affecting Lenders

When tilis survey was initiated, there was concern that the lenders were

reducing their total dollar investment in GSLP aid that this reduction might

limit the ability of the program to supply significant amounts of needed

.student financial aid. While improving money marke conditions may have

diluteethe impact of'..thiS concern, it iS still important to identify the

factors that would encourage or reinforce participation in GSLP since the

whole Concept of guaranteed loans dependsjleavily on leveraged funds froth

nongovernmental direct lenders. Intertwined With the'factors that would

encourage lenders to maintain or increase GSLP investments are-various

administrative actions that.would increase the efficiency of the cUrrent

program and in that 'way reduce lenders'costs and other difficulties. .'

If-GSLP investment levels are to be maintained, OE shou pay loser °

attention to maintaining competitive rates of return to lender; bE

has the lability to increase the special allowance rate (up to 3 percent

maximum) and might be able to take some administrative actions to reduce

lender operating costs. During times of 'rapidly changing money market

, conditions (such as the last two years), OE must exercise its full ability

to ensure that most`lenders do not reach the position where' average'ot
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margihal. GSLP revenues do not at leaSt equal GSLP costs. OE was very-slow

to resiiti*to t.lik'SSue during recent times and many lenders lost confi-

dence in OE and reacted accordingly.

If greatertiqcstmaht in GSLP is desired, .0E should increase economic

returns to lenderksignificantly. Lenders ae already investing in GSLP to

serve their customers and obtain community gobd will To divert signifi-

cantly greater funds from other investment areas, RMC belieVes lenders would

require substantial increases in rates of return from presentlevels. Any

combination of OE actions to increase interest revenue or reduce lender

costs would have this effect,;based'Upon lender esponses to this survey..

OE-should give consideration to several administrative improvements that

would increase the efficiency of lender operations -and probably have posi-

tive effect5 on effectiveness and lender willingness to participate). Mea-

sures aimed specifically at reducing defaUlt will be separately. discussed

subsequently.

Define "due diligence" in specific terms so lenders will' know
what their actions should be before filing default claims.
There is substantial confusion and resentment among lenders;.
much inefficiency results. While defining "due diligence
in very general terms may encourage some lenders to continue
their efforts even further,. the Untertainties'ihvolved in-
crease operating costs and polarize relations. Many lenders
are convinced their lending experience allows them to judge

R'

,

tarly in the process which borrowers are never-going-to start
repaying; they would. rather. stop after some minimum collection
effort and concentrate, their efforts on other cases where they
think it would help more. For example, some borrowers haVe
directly told lender staff they definitely could not or would
hot make any repayments (and they didn't)..

Redesigg forms and procedures to-allow a much simpler process
when a previous. borrower receives an additional loan. It

could be considered an "add-on" loan (or amendment) rather
than a whole new loan. The lenders (and 0E)would be saved
considerable paper work and record-keeping. Approval could
even be 'automatic, with problemsibeing resolved on an ex-
ception basis. Lenders indicate that subsequent loans are
disapproved at the federal or-state level. in only a very
tr,n41 number ofcases. At present, the typical student in,
a four-year college program.has four sepatate loans and es-
sentially four separate sets of records. Many lenders al-
ready use the revolving or add-on types of loans- in their
regular business or noh-GSLP.educational loans.- Similarly,
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OE should help control lender costs by avoiding the tempta-
tion to attack every apparent abuse or variant with new regu-
lations or reporting forms. Admittedly,,it is difficult for

a federal.agency to maintain a proper balance, given ijs

central but remote location from actual'lending operations,
but. it is an important goal tb keep in mind. Perhaps the ex--
deptions printiple, widely used in the management of the
nongovernmental sector, might be applied here. (the excep-
tions principle allows approval by/an operating agency, and
only the small numbers.of exceptions or problem :cases are
reviewed or approved-by a higher-level review agenty).

Investigate the feasibility of OE doing more central record -
keeping to reduce lender costs and capitalize on large-scale

computer operations. Under OE's control, Amoy also be pos-
sible to make better use of,other federal records (IRS, Social
Security, etc.)to help.find missing borrowers. More assistance

of thi$ latter type was a common lender request.

Recommendations Intended to Reduce Loan Default

High and growing borrower default on GSLP loans was a serious problem

at the initiation of this study and continues to be so. The cost of paying

for these unexpectedly large numbers of defaults continued to be an increasing

problem forall parties concerned--0E, HEW, Congress, and lenders. While

other recommendations described here do have effects on the default pro-

cess, this section includes specific' recommendations aimed at this probz

lem area, based on the data and experiences of this

If the current high default rate has as seribUS.

OE should, limit the eligibility of:certain types of

This exclusionary approach is a very stringent step,

sary if the high federal appropriation now required

survey.

andmpact as it appears,

borrowers -or lenders;

but it May beneces-.
,

and the attendant bad

publicity on nonrepayment provide a thfeat to the continued existence or

viability of the loan program. Since default was found to-be concentrated

in certain population groups,( the rationale is to exclude those boti.owers

least likely to repay their loans. While equity and wide access to stu-

dent loans are admittedly constrained by this action, it should be 1-ecalled

that other aid programs (e.g., BOEG) are intended to help with grants for

many ofthe borrowers expected to be affected. Consideration should be

given to one or more of the following polities:
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Add expected ability to repay as a criterion for GSLP loan
eligibility.. This would add a dimension to the eligibility-re-
quirempts much like that applied by lending institutions in
their regular course of business where a guarantee against non-
repayment of principal is not.available. This recommendatiOn
bgilds upon the observations of this survey that found maiy de-
faulters who dropped out of their prograns did riot appear quali-
fied to undertake the program of study, were not able to get,
employment after graduation, or were unable to earn sufficient
earnings to repay the GSLP loan. Two basic criteria could be
applied by the lender: (1) Does the borrower have a reasonable
chance of succeeding in the proposed program of study?, and
(2) Does the program of study, considering the borrower's situa-
tion, promise to provide the bOrrower'the potential to repay
the loan? Possible screening requirements under the first
.criterion could be a high school diploma or test certification, or
having successfully completed a portion of the training or school ,
program already. Under the second criterion'', perhaps,a financial
aid analysis--including the borrower's expected future 'earnings
after completing the program and the repayment burden (educational
and non-educational) the borrower will:haw at that time--could bp
applied. These screening procedures could be expected.to eliminate
from the program many people with a low probability of repayment.
Both lender and borrowet survey responses' reported over half of the
individual defaulters did not complete. their educational pr9grats;
AlthoUgh including the .above factors'inaularding loans would be
admittedly difficult to implement, Successful application of these
policies have a potential impact of,cuttingaaefault rategby a
maximum of SO percent, based on defaUlter.data obtained by this

.

survey. v.

41iminate.vocational schools _from GSLP eligibility. ,This policy

would have a dramatic effect, since it would simultaneously
eliminate certain lenders, borrowers, and students of doubtful ,

quality, However; it would disprOportionately eliminate minorir
ties, women, students from low income backgrounds, and other such
groups. This, of course, is a reverse of the extension to GSLP.
added by CongressVa few years ago. However, the data from this
survey (reinfoffced by other data) show that vocational students
clearly have higher'default rates. The potential impact of this
policy would bp' to dower" default rates by as much as 7 percent.'

establish two separate programsone for vocational schools and
one for regular academiccollegiate programs. While this policy,
would theoretically have no direct impact on reducing'the default
rate, it would cleafly focus' attention on the different natu
of the two programs. Different eligibility requirements could

P,
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then be establishea for the two p ograms and the spepial
problems of both vocational scho Students and vocational

institutions could be Oiresse e attention of all parties

6'-concerned would be f 4fised o relative default rates, arid °
., ., subsidizing the twoprograms may be,justified on different

grounds. At a later.point, it might; even be possible to convert
the vocational shbol program to a grant program, thus better
suiting the needs of that student group,

_. / 6
, Do not ailaW vdcati,onal schools to act as dire t_lerr6;.S. This

policyis'a corollary of tiVerecommendatiod 6e, andwouid__
"eliminate possible conflict -of- interest situations: Vocationa---1-----=4J

scbol students would still be eligible-to obtain loans'ftom regular
1-1lenders, assuming their school was-still considered eligible as

an educational institution-, While eliminating some particularly

Messy situations, this policy would have.only a small impact on
the ovetall program,default rate since the number of-such lenders

is relatively small. , .

Allow-lenders to require cor-signersand encourage lenders to
require previous family account relationships. Either or both

of these requirements would be"Omedat getting someone else

to assist or,pressure the borrOwet to repay his loan obligation.'

They -also. facilitate greatly the locatibn of borrowers when time

for repayment arrives or when repayment' stops1; Thefamily account.,

.'relation Sh4 requirement could be a,problem for, certain large

lenders bec)Use they might b; open -to charges, of illegal mono--:4

poly or restraint of trade in their market areas. However,

this survey found that a large percentage of GSLP lenderS al-

ready require such customer relationships and there are indica

tions that such-lenders have less default than others. Although

,GSLP. legislation would have to be changed' to Aim lenders-to ,

require co-signers, our site visits to lendersfound4 ecwho

required co-signers to disperse USAF funds and regular a uca7

tional progtams. Theo'site visits alSo found mast Mender would

use such a provision for co-signers if-it was'allowed by LP

regulation's. The inipact.of the co-signWpolicy is unknown,

but probably very significant. The impact of the;previous faM7.

ily relationship. cbuld beoto lower default rates as much as 5

percent. Of course, both of the above restrictions would sev-

erely limit access to certain socio-economic and demographic

groups of students. .

OE should imPlement-varii.ous administrative policy changes specifically

aimed at reducin: h.:1-1 borrower default. These potential changes should re-

duce the inability to locate borrowers at repayment time and otherwiseimptoVe

the ability to collect loan obligations.
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Tighten OE's loan. collection process on defaulted loans.
ftle OE has undertaken direct collection for loans .on. which it

has paid lender claims for default, there is still considerable

room for tightening this process. Improvements should be made

in both the%depth and breadth of this collection process--that
is, additiongl-staff ap&resources should be allocated to this

collection' effort and indiVidual collection cases pursued

further. The advantages of this process are felt not just on'
the loans being collected,put on all other loans through the

dissemination (officially and unofficially) of information that

intensive colleCtion efforts by the federal government are under-

wai. Procedures for intensifying this effort include taking
some defaulters to court action, where some resburces for repay-

ment fist; threatening -and carrying outthe action of informing

all credit sources that the borrower has defaulted (e.g., thus

preventing the obtaining of house mortgages.,, etc.); and using
the ,full strength Of the federal government to collect. bliga-

tips (e.g., tax-liens, wage garnishees, 'employer notifications).
Contracts-could also be establighed with,private collection ',

agencies that specialize in this activity. While the federal

government may,-be reluctant' to pursue some of these options be-,

causeouf concern-about bad public relations, the equity and public

relations value'from many other borrowers who did repay (heir loans

should also be considered.

A Establish direct contact between the Office of Education and the

borrower. OE could receive the original student application or,

could eommunicate directly with borrowers once the lender has

approved the loan. The principal, value of this approach is that

.,all borrowers would have a uniform introduction to the GSL-pro-

gram. All borrowers,would be informed of their rights and obli-

gations and would havethe chance to change,their minds easily'

without confronting the.school'or the lender. OE would gain the

knowledte that;_ at least initially, the home addreS8 on the ap-

.plicaiion was accurate. This direct OE contact could also be
'extended to include the requirement for annual or other periodic
,identification'by the borrower of current status and lOtation

(such as the annual alien Agistration cards required by law).

Require annual notification to lenders by student or school.

This requirement is aimedat the lenders' difficulty in knowing

student location or change of-status under the present procedures

Where-OE is the intermediary.' It is also aimed at the lack of

cooperation by many schools regarding lender requests for'in-

formatiOn.- Oath this requirement, the school would have to
directly- nOtifyithe lender when students discontinUed their

-academic programs. In additlion, this measure would Presumably

take it easier to trace students. 'The address problems en-
countered in this survey make, it clear that something along

this line must be .done. Perhaps reimbursing schools fOr
'monitoring and tracing GSLP students would be-a cost-effective

way of reducing default.

13.2
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Limit the GSLP acre of schools Menders with excessively
high default rate exp ience. This provision will focus atten-
tion on institutions wi. high default rates and limit the addi-
tion of new loans with h :h probability of future default., These
new regulations could tak- the form of prohibiting new loans when
cumulative default rates <exceed a. certain limit (say twice
overall' national rate) unles OE finds specigr ces to

justify an exception:

RECOMMENDATIONS FOR FURTHER RESEARCH

RMC Research sees the value of OE'continuing research in celIain areas

related to GSLP. This seqtion identifies and briefly describes these recom-
,

mended areas.

OE should continue to improve the quality of the GSLP data base.
Considerable information is collected and maintained in the GS,93
'loan control mdster.files, but some parts of it are knownto be
out of date or of uncertain quality. Continued efforts to
yalidate data elements api to improve- their quality are valudble
This is particularly true for such critical information as loan
control status and information that allows location of students.

A At th6 same time, the master file contains a lot of historical
information that is note used in any critical decisions and there-
fore is of lessAmportanee.

'OE should periodically bpdate t findings of this survey. This

is particularly *portant for information concerning the percep-

.5.
tions of both lenders acid borrowers since it can be expeEted to
change over time. Furthermore, changes in the GSLP regulations

_and adminiStratiOn as well as fluctuating economic conditions
-can be expected to alter some of the results obtained by this
survey. Clearly, the survey 13'as..ctoss-sectional in nature at a

particular point in time and other periodic .cross-sectional ex-, d.

aminations would also be° valuable% Better still would be a
special sample of borrowers to be examined on a longitudinal

basis. For example, a small stratified sample (say, 2 percent)
could be taken periodically of GSLP borrowers as they receive
their first loan. Separate files, which recorded all aspects
of the progress through the GSLP loan and repayment process
could be maintained for this group. Special questionnaires
could' even be sent to those borrowers (with extra payments
for their cooperation in supplying additional information if
necessary). Charting the progress of this special sample could
provide a substantial aMount of valuable information bver and
above the normal status information required for all bOirowers.

OE should investigate operating costs of.lenders. The GSLP

, operating costs 'of lenders are still an important question that
has impact on the-actual net economic returns (and therefOre
on their motivation to participate in GSLP)., Information on
lender costs is every difficult *to obtain, as reinforced by the
small attempts of this study. RMC recommends that OE undertake

ti4
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concentrated eff its to ohtainitost data needed for analy'
sirs from a spa but representative group of len Because

of the varyin account in systems maintained by lenders and/the
extra effort of obtaining this information, OE would hav to

spend sign 'cant tame on-site at most lenders to prope y pre-
pare usab ,information on costs and revenues. Elgvever, with

such information, there is a considerable amount of/etonomic
analysis 00 0 i ',!.61 sub_ st. la-Hy-improve the
understanding of GSLP relationships.

OE should study the operations of GSLP state guarantee agenc ies
to learn from their successful experiences. This study did not
provide an opportunity to individually investigate any state
guarantee agency operations, but there are indications"that sev-
eral case study examinations (of perhaps six-to-eight selected

r state guarantee agencies) would assist OE in understanding ex'
'emplary practices and perhaps to ,extend those practices to other'
state agencies and to the federal level.

OE should examine the problems of.GSLP schools. This study had
little opportunity to directly observe the problems and needSof
educptional,institutions participating in GSLP,- yeg they are an
important part of the successful operation of this program. A
survey that directly addressed their attitudes and operations,
would also be very useful. For example, better understanding is.
needed of the role Guaranteed Student Loans play in,student,fi-
nancial aid packages provided by educational institutions. Ed-

ucationalfinstitutions apparently have an impact on default rates,
and fsubsamples would be needed for various types'of sthooiS, such
ds vocational schools, proprietary schools, and junior colleges.

/61E should investigate policy effects andicausal relationships. If
anj of the previo recommendations,are pursued for eliminating
certain high defaulting groups of borrowers or institutions
from GSLP eligibility, then OE should initiate additional, study

into the effects of these actions. For'example, if an eligi-

bility criterion is added for having reasonable probabilities
of succeeding in the academic program entered, then OE should
survey the literature and init4te research on predicting short7,

term success in schools., If fiAantial ability to repay a loan

is added,-th:n further research into earnings levelg that are
sufficient fu repayihg certain stied loans for pafticuair oc-
cupational ca egories or training would be useful. OE should

.nitiate research into particular casual, relationships identi-

f, d in this udy since the survey was the first direct study

of ,LP lender and borrowers and therefore somewhat "pilot"
in nature, filer specific examinations of-Some of the more

intereSting an critical relationships- identified ih this survey ,

`are probably wo thwhile. For example, the level of activity in
GSLP of a lende\ appears to be related to several aspectg of
default and len, er operations. , Further investigation 4,y,i4th

ti
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lenders maybe able to identify specific causes involved and
point to specific actions OE might take with theory 'large or
the very small GAP lenders. Furthermofe, the survey confirms
the high default`ssituations with vocational students and direct
vocational lenders. If these kroups are to remain eligible in
the GSLP program, separate investigations as to the cause of
their special problems should be beneficial.
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In carrying out the actual surveys, RMC used the best practices in the

field of social science surveys, plus, special elabdrations in response to

some unusual features of this project.' Tgit appendix describei the pro-
r4. ,

cedureS RMC used in the vaiious tasks of-sampie selection, mailing, ad -;

dresShecking,,nonresponse follow-up vestionnaire editing, and data

processing.

CLEARANCE AND ,MAILING PROCEDUPES

0

On calne13, 1974, PNC Was notified by the OE project officer,that OMB

approval had been received for the data colleciion,instrdments. The OMB

approvalnumberyas given, s. 51-S74017, to te applicable to all three parts

of the survey. This alltho'rizkion includedan expitation-date of August 31,

1974. A few.daYs pribr to this notice, WC was notified of approximately

18 minor changes to individual questions recommended by OMB. At-thartime,
0

the three _instruments were again reviewed by RMC. The changes suggested by

OMB'were incorporated,into the questionnaires. Two questions were-,omitted'
. ,

and precoding was established. for ansWers to all questions to facilitate

`editing,hen the e-queStionnaires were returned from the field.

RMC then Printed enough copies of the questionnaire's for initial mailing
: to

and expected follow -up. Copies, f-the printed questionnairwswere sent to the

0E.projectefficer:forforwardin/ to OMB. In addition, copies were jent.to DIL

pegs el for their reference and files.- Arrangements were also made for print -

ing ,

outgoing mailing envelopes and postpaid business reply envelopes for return-

ing.the.completed questionnaires'to RMC.

4I
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As soon aS,the printed questionnaires were available, the mailing pro-
s

ceSs,waS carried throigh to completlon. *Mailing labels for all lenders and

borrowets with known 'addresses were prepared-and affiXed to the question-
.

naires and outgoing envelopes. Where lenders did not provi

older addreSses froili0E-central files were* used. All of this was"completed

by the, endia June. Within a few days after the mailout, a significant

number of inquiring telephone-calls and initial responses had been re-

ceived by RMC.

Prior to and,during'the survey period, RMC continued its liaison and

,coordination With the GSLP program officers, the Division of Insured Loans

(DIL). For' example, an,May 29, 1974,, a meeting was held with James

Moore, Director of DIL, and several of his staff. The Occasion as used

to brief DIL on the status of the survey and to informally convey informa-

. tion on borrower status that had .already been received from lenders by RMC.

" Mother purpose of thisvisit,was to degcribe the selectiOnl&iteria and

interviewing procedures'that RMC"planned to use for the field visits to

approximately 40 lenders. Several criteria for selection of these lenders

were described and ra specific request was made to DIL for nomination of

ynders in several categories that might be visited by RMC. Arrangements

were also made to obtain a copy of e recent "mature" paper report from

DIL so that lenders with high and low default rates could be examined.

DIL agreed to, provide the requested information after soliciting suggestions

from internal,staff and some regional offices. On July 1, 1974; RMC received

these combined suggestions. In adktion, RMC suggested to DIL that the HEW

Regional Offices and State-Guarantee Student Loan agencies be sent a copy of

the letter and other information going to lending institutions so they would
,

be familiar with the ,study apd could answer questions that might come to

them once the questionnaires were received. Sixty copies of this information

package were provided to DIL in mid-June.

SAMPLING PR

The actual sample selectionjprocess was carried out by RMC based on

the Sample design approved by OE (which is described in Chapter 1 of, this

report). This section describes these sampling-procedures and the re-

Suitant sample for the reader who is interested in checking the methods
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.1

or assessing the validity of the sample itself. Sampling procedures were

carried out by computer whenever feasible.

As described earlier, the priMary thrust-during the initial file

creation,and merging process was to establish the universe of 1pnderswho'

had borrowers in repaytent. Incidental'to this, a universe of lenders

whO had borrowers in repayment status was also created. Each of the

14,000 records in this file represented 'a lender's name, lending,type and

iaddress, as well as the number of borrowers n repayment status.
A

o

This lender,file,was sorted in-ascending order by lender type and
0

.within type by ZIP Code and within-ZIP Code by lender identification

number. The last key served only to provide a predetermined sort order

(sO that if necessary we would redo the order). A skip interval of 1,416

was chosen to achieve the desired of 800 lenders. It turned out that

Only,784 lenderq were actually selected, but the slight difference was unim-

portant to the sample design. Therefore, we felt it was better to proceed

using the interval estimate (1,416) than to delay the sampling. The delay

;would have involved resorting the lender file by number of borrowerS- in re-

Paymewt and running a'special Programto determine at exactly what point

(skip interval) the number of lenders with more borrower4s than the skip

interval plus a sample of lendersjequal to the total number of borrowers

represented by lenders) with less than the skip interval divided by the

skip interval would equal 800.

Consideration was given to.the question of including lenders with less

than 10 borrOwers in repayment in the surve. The number orsuch lenders

selected by the sampling process was small (16), so they were kept in ".

This resulting group only accounted for 84 borrowers, slightly more tharc-

five per lender.

,The borrower sampling was then carried out. Again, the file-was

sorted in ascending order by lender type, lender ZIP Code, and lender

identification number. The borrower universe file was then compared with

the lender sample_universe. For each tender with less than 5,000 bor-

rowers, exactly 10 borrowers (or all florrowers if the lender, had less than

10 borrowers) were selected in a systematic fashion; that a random

139
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§tartInfithin,the first decile Was generated. and then a borrower at eyery

tenth, succeeding Percentile'was chosen. For renders with more than 5,000

borrowers;' the initial borrower was chcAen randomly from the first SOO,

and every,500th borrowerafter the first was selected.
.

For the'large lenders selected with certainty, the universe and the
4.

sample are one and the same. Tables and A-2 show the distribution of

the borrowers for'the smaller noncertainty lenders by ZIP Code and lender

type for the universe, and the sample weighted by theinverse of the prob-
,

ability'ol selection. Tie overall weighted .sample closely approximates

the universe, but those cells with small sizes-have somewhat greater difl

ferences than the larger cells. ;The rowpercentages,confirm the efficiency'

of the stratification.

A primary concern of the borrower sampling was, to ensure that defaulters

were represented adequately.; Tables A-3 and(A-4 display the distribution.

of the loan status of borroWers bythe lender's ZIP. Code area;.both for

'the universe and for thetample. The proportion of borrowers .with de-

fault codes in the sample (8.1 percent) is about the same as the proportion'

in the overall unive§e (8.4 pekent). We do not,. however, place:much

credence in his proportion as a measure of the'program's default rate

since therewas a known lag in obtaining that status from the-DIL Claims

.hnd Collections file,? which at.the tune of our selection had 138,000

records. Several months later,the file contained over 215,000 records,-

which was probably the result of intensive efforts by the Office of Educa-

tion to update its records. It. is likely that, if our universe had been

',created four months later,it might well have shoWn. 12 percent to 15 percent

of its borrowers in default status..

RMC believes that the borrowers and lenders Sample produCed by these

procedures is very suitable. fcir assessing the status and problems of'GSLP

relative to repayment. Stratification by lender. type ensured a good repre- -

sentation on that basis. Ordering lenders by ZIP Codetefore taking a

systematic sample ensured a good geographic distribution, even though' that'
2

variable was not expected to haVe,any major,effect The distributions of

the sample and universe presented in the previous two Paragraphs show the.
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results. Although the questionable quality of data on defaulter status

precluded 'stratification on that basis, the resulting sample included the

desired number of defaulters (which increased'later by about 25 percent

when the lenders reported their latest loan status).

SURVEY FOLLOW-UP PROCEDURES .

110,1C recognized that, as in most mail, surveys, obtaining an adequate

response rate would be a problem, particularly since many defaulters avoided

being located by loan collection staff. Therefore, extensive follow-up and .

address checking procedures were planned and carried out to maximize the sur-

vey responses.

The following summary outlines the survey procedures used by RMC

Research Corporation for followingip the various components of the lender

survey conducted on behalf of the G tantetd Student Loan Program. These

are described in chronological order of occurrence.

Cl) In January 1974, RMC requested each of the approximately 800 .

/ lenders in the sample to verify the loan status and- provide, the
most recent addresses for the sample borrowers from their in-
stitutions. All but approximately 20 of these sample lenders
eventually provided this information after appropriate reminders

r,---' and follow-up by RMC.

.11

(2) Immediately after' OMB clearance was received in the last week, of
June, the original mailout to all qualified sample borrowers 'and
lenders was completed using regular,first-class mail. Question-
na.

l

es,were-sent'to all borrowers for whiChs0E or,RMC had an ad-
k.'.. dre s; even if the address was old or incomplete. Postpaid re-

turn envelopes were-also enclosed to encourage,response, i

(3) 'Starting at this point and continuing through successive follow-
up activities,'detailed records concerning all follow-up.and re-

; sponse activities were kept on each sample member.

,4) For several lenders' ufin'expressed.concern about the authority or .

1. '-necessity for the stUdy,IM forw*ded.letters to the Office of
Education So.that,acspecial letter requesting cooperation
could be sent.

(5) Axeminder letter was sent to nonrespondent lenders, asking
their cooperatji in promptly returning the completed
questionnaires.

145
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(6) A large number of reminder phone calls was madeo.nonresponding
lenders (particularly the larger lenders), askihg them to respond

to the survey. In many.cases;a.duplicate copy,of;the question-
naire was-sent-since they had misplaced the original,

(7) Mailgrams were sent to the remaining lender nonreSpondents as
a final reminder.

CONFIDENTIALITY OF RESPONSES

RMC and OE agreed early in the study to assure survey respondents that

their responses would be held confidential. In the words of the question-

naire itself:

Your answers will be held in full confidence. RMC will not make

your questionnaire available to OE and will not'report individual

responses--it is the sum of all responses which is important to'

the completion of our study. This'sample survey is notTart of

any financial auditing or claim collection procedure. Your iden-

tification will only be utilized internally within RMC to coordi-

nate data collection and define questionnaire follow-up needs.

,

It was beliei/ed that this assurance might help significantly in getting,

useful responses, particularly aboutindividual borrbwers,.

Of course,. once this was promised, RMC established procedures to:be

sure it could fulfill that promise. Internal physical security was main-

tained by establishing special lockable workroomt and file'tabinets'for the*

completed questionnaires. Although the data tapeS'RMC created included'

respondent nades and Social Security numbers for indexingand linking pur-

poses, the final data file provided to OE at the end of the, contract replaced

that identification data with randoth code numbers.,

A related concern during the study design phase centered around whether'

the lenders would provide financial and other data on sample borrowers,or''

'whether they would claid that the infOrmation was confidential. The Of fiCe

of the Legal Counsel of HEW confirmed that'OE- had the right to request the

data since it was guaranteeing ,the loans and RMC was aCtini,as an 'agent of

0E. Only a few lenders raised this issue during the-actual study. In most

cases, a follow-up letter from OE backing up RMC's request was sufficient'

to obtain a response. Only one lender (a large one in Pennsylvania)' insis-

ted on removing the names of the borrowers from the survey forms before
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returning them. to MC. Whi it is possible that some of the lenders that
,

never resporided at all 11.4 this concern, all the reasons that were given
,..

toRNE.for nonresPons related to lack of time or staff to do the work.

DATA EDITINc AND P
1r ' 6

E§SIk PROCEDURES I.

,The completed surveylluestionnaires concerning both lenders and borrowers

weredgare0IlY controlled and edited by RMC to ensure maximum quality and

use of :tile available data, Receipt control was maintained through reference

against a previously prepared. control log of all individuals pt institutions

covered by questionnaires. Manual editing of each survey form included

't the coding of.answers so that keypunching could be done directly from that

form, 'Coadng categories were established and used for open-ended ,questions,,
)

based on exaMination of a large number of actual answers.

All answers for all4responses were'alsb edited by computer before tabu-

'0541atiouSor Qther a4lySps were prepared. The ,following paragraphs discuss

the objectives And procedures of RMC's editing activities in the.conte)st of

data quality.

In survey research, there are two levels of data validity one can attempt

to achieve: first, to represent-the information in the survey instrument,

Accurately in the computer storage medium;.second, to evaluate the inter-

nai consistency of the survey instrument to identify illogicaliPatterns.

The bulk of the editing procedures used in this survey were directed toward

the first of these goals.
. -
!-There are batically three kinds'of errors that appear in the first level

of data validation: (1) the respondent answered a question absurdly; (2) the

person performing manual editing--made an incorreet adjustment; and (3) the
n,

person (keypuncher) who translated from the survey medium to the input com-',,

puter medium made an error. RMC's initial editing algorithm was directed
,

primarily to the:first and last cases. .Thealgorithm amOunted to a

by-field chetk of the coded responses against the allowable responses, a '

display, of all errors, and recoding of twd kinds of Aonresponses. The al-

Torithm'can pick up absurd responSes and is capable of identifying Certain

typical keypunch-'errors, Alch as "getting a column off" (since eventually

a column will almost certainly .e out of range). However, it is helpless

Against .certain errors such as p ching n incorrect code that is also a

-r-valid code.

_
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Theoperational-procedure fOr each of the questionnaires was: (1) key-.

punch the questionnaires in batches; (2) edit in batches, merging the edited

,batch with the previously edited batchesi, (3) examine the edit output, cor-

rect the errors, and 'resubmit with the next batch; (4). run gniPSS1 marginal

analysis of 'the -data to identify the need for further,editi*; and (5) run

an edit-all on the survey datelibase, recoding out,of-range anSi4ers as invalid.

(In.all-cases, the out-of-range condition resulted in'leSs

than 0.51percent of'the responses,being recoded as invalid for any question.)

The second level of data validation was not attempted in terms of the

computer editing effort. The modus operandi in such an effort would be to

identify.Jogicai relationships among the data that preclude certain response

patterns from occurririg. When such a pattern occurs, there are several options:

(1) choosing an item tocontrql and force the other responses .to be.con-

sistent; (2)-.considering all of the vswersundependable and therefore in-

,

valid; (3) returninrto the survey reporidentto validate the data; or

(4) doing nothing further. In addition; the identification, programing,

and resolution of these error types are limited by the resources available

to examine,them.

0

As a practical natter, 4C chose option 4. There is clearly no basis'
"

fOr'option 1, except in the case of. "kip patterns," where arespondent

was instructed to skip-a question but did not. However; nt1iscase, the
proper cross-tabulations will provide the desired marginals for the ques-

tion that shourd have been skipped. Option 2 was riot used because we felt.

that the loss of information through recoding would be more harmful than

the incons4tencies, uhichmay, in fact, have been more apparent than real.

Option 3 was rejected because of the.obligatio, to place a,minimal acbmiñi-

stativ,burden :the lenders in.t& sample; addition, any attempt to

contact the affected borrowers would have caused severe delays in the siUdy.

Even though this implied ignoring the consistency f the data as an editing

;p
maqpT, MC explored this consistency in the ai-ialyss, making adjustments,

wherevet neCessary.

.

..

,

0
,

I

qL.
1: A colnputer prograd'packagei,was used "called Statistical Package for

, a
the Social -Scitnces (SPSS),

-

148
136



(A> APPENDIX B

ANSWERS TO LENDER SURVEY ABO(JT BORROWERS

This appendix presents a direct' tabulati,on of answers provided by lenders

in response to survey questions, about specified.GSLP borrowers' in the RMC

sample. The exact form of the-'questions, is reproduced 'along with the num-

bet of responses received and the percent distribution, where meoningful:-.

Responses have been weighted to reflect the probabilities used in the sam-
,

plc. selection.
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PA10 GSI.P 11A11811SURVEY
F ) FOR LNCH 801010WER IWNTIFIllb ON 1111NOCUMM4YINfl Llsr oF GSM) PARTrItaPANIS

(SLP Lender ID Number:.

Social Security Number
fas shown on listing)

Student's Name
liast name' first!

Pleas indicate the status of this borrower's
loan as of lkcember 31, 1973. (Milrk only one)

0

Number Percent

.Paid in full by borrower 1,496 32.4

Being repaid on schedule 1,900 41.;

Payment was started, but deferral for
later repayment has been authorized ... 28 0.6

In Arrears:

Claim filed-with guaranteeing agency,
awaiting repayment . 64 1.4

Claim not yet Wind with guaranteeing
agency' 108

Repaid by Guaranteeing Agency:
Due to borrower bankruptcy 18 0.4

Due to borrower death or disability ... 32 ' 0.7

Due to borrower default 530, 11.5

4 .
'Repaid b)POther Party (specify): 26 0.6

3.. 6

*Not Yet Liable for ,Repayment:
Still in school or grace period 164 3:5

Deferred from start of repayment 20 0.4

*Otbilivlbqp Status: ,

Loan never made to thislnorrower. 29 0.6

. Loan made hilt cancelled .. 45 1.0

Loan status unknown (give reason ...., 96 2.1

*g loan ve "Not Yet' able For Repayment" or falls within
"Other Lban,Status," do not complete the remainder of this
questionnaire.

Missing cases =286

116w many\nf
4
this borrower's GSLp loans originated

at anothe lending institution and were transferred

to.you?

Number of these transferred loamy serviced by your
institution (If none, write "0")

Loans Nsub6r Percent

0 3,511 97

1 93 2.5

2 11 .3.

1 .05

4' 2 .1

5 0 0

.6 0 (1

7
1 .05

Missing cases = 1,304

Number of these transferred lohns servicedby Another,
institution (If none, write "0 "):'

Loans Number Percent

0 3,588 99.7

1 8 .2

2 1 .1

Missing cases - 1,243

. How many of'this borrower's GSLP loans originated

ao
your institption? (If none, write "0" auk go

Q. 7) t, ..0

Loans Number Percent

0 388 9.6

1 2,424 0.6
2 689 16.1
3 318 7.8

e 4 167 4.1

44' 5
53 1.3

.w 6 17 _4

7 ., 5 .1

4:
8, . 3 .1

9 1 .05

Massing cases = 837:

If any of the following questions do not apply to this
borrower, plfase write "N/A" beside that questign.

2 Please indicate the number of GSLP loans that you,are
aware this borrower holds:

/

Loans Number Percent

0 414 10.9

1 ;,243 58.8

2 631 11.5

3 293 7.7 4c'1

4 154 24.0
5 53 1.4

6 19 .5

7 4 .1

8 1' .0+

- 9 0 0

10 3 .1 A

Mean = 1.43 Standard Deviation = 1.11
Missing casew = 1,087 (22,2%)

What is the total_dollar amount of thee GSLP leans?

Average_dollar amount $1,483.11 Standard error = $18.26

Missing cases = 1,253 (25.6%)

Was this borrower already a customer when he was
first issued p GSLP loan ny your institution?

Number Percent

Yes 1,406 49.3

No 1,448 50.7
Cannot Determine

Missing cases = 2,048

Was any other member of the student's family doing
business with you regularly at the time when the
borrower was first issued a GSLP loan_by your
institution?

Number Percent

Yes 1,521 66.7 .

No (CO TO Q. 7) 758 33.3

Cannot Determine
(GO TO Q. 7)

Missing cases 4'2,653

If YES, what was the nature of that relationship?
(mark only one)

Number Percent

Through a business 38 2.6

Personal account only 1,244 83.8

Both business and
personal account 203 13.7

Cannot determine -

Missing cases - 1,417

50
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7. Does; thg borrower
than the GSLP

Y'cli

No '

. . Ikmi't know

' Missing cases

'0 d
.

now have an account
loan?' .

Number Pertent

.--

with you etier
.

_ 1 . a

.

.

11.

12.

13.

14.

,

15.

.
.

'If repayment terms were not negotiated, explain
why. .

77 :,- 27.4.

7
"'

0S4 72.6',

.

-.: 2,072

dk

:'
Was any or the loan repaid by the borrower?

"
Number `'Percent --

Yes 2,676 74.4

No .(GO TO-Q. 16) 922 ., .25.6

Did the borrower make a lump-sum payment or any
pre- payments?

'

Number Percent

-

8. Did the borrower..finiSli

e was enrolled
lOst (or only)

Yes

No- .

Kow.'Don't n

Missing cases

. .

..

the prog ram in which he
in the school he attended with his.

GSLP loan? . ,,,,

Number Percent

* '

Yes 809 24.4
No (GO TO Q. 14) 2,499 75.6 ,--

anIf YES, indicate date(s) and amount
lump-sum payment or the pre-payment(s)

Date(s) $ Amount(s)

705 (average)

1,989 72.2

7,66- 47.8'

- -

= 2,147

.

9. Ant method
to contact
establish
dicate the

,...-
used by marking

It

...

Letters pr
tqlegraMS tp,
borrower

were used by
the borrower

or negotiate repayMent
number of times

one box

None
_ No. Percent

.

lender. in attempting

in order to'knitially
terms?

each method
on -each horizontal

'

" Once
tb

No. Percent'

'

In

was
line.

. .

,

2-3 Times
No:. Percent

se-

'

More Than
3 Times

No. Percent

360 (average)
_ ,

How many Monthly payment had the borrower made
as of December,X, 1973? 0

Monthly Payments
, .

When was the last monthly payment made (up -to
December 31, 1973)?

19
a

' 413 11,7 1,535 43.4 t

.

'1,023 28.9

v

568 16.0

,

16.

6..

*

17a.

.

..-----

17b.

17c.

,.

Has there been any modification Or extension of
repayment terms for this boMrowees GSLP loan?
(This question refers to such practices as re-
financing of loans; it dc9s----mat refer to autho-
rived deferrals :) .._.:-.6-r

.

Number Percent

Letters or
telegrams to
school (s) .

.

1,770 80.9

'

261 11.9 140 6.4

.

19 0.9
telephone-
calls to a
borrower 1,487 64.41 448 19.3

, ,

247 10%6

.

143 6.1

Conmumaica:
-tion with ,

borrower's
family

.

:1,523 67.3 469 20.7

,

-

178 -7:9 95 4.2

Yes 173' 4,6'

, ,No 3,631 95.4 /
.

Was this student
.
ever granted a defefral from .

repayment?
,,

Number Percent

Outside
assistance
Federal
Govt',

,

-1-,904 90.1' 170 8,0 29 v.4

e

, 10 (Ls
Yes . 280. . 7.4

/ No (GO TO Q. 18) 3,513 92.6

If YES, wen did this dekrral begin?

(Month) . 19

State or
private
agency

e

1;937 93.0
' ,

82 3.9

'

DSO 2.46

IS 1.2

14 0.7

5 0.4
Other . .

.(specify):

1

1.006 92.0

IP

7-6 6,4 - .

When did (or wit) this deferral end?

(Month). 19
. -

10. Were repayment
this borrower?

. .

YeS .

No (GO

IP If YES:
- .

a. On what

-, b. What

Monthly
.Length\of

period
,Date

. .

n
.

.

..

. ,

terms established or negotiated with
-. 'd.' .

. . .

Number , Percent

4

signed? .

What was the major reason for the deferral?
(Mark only one)

Number Percent

3,371 83.3
TO ). 11) 676 16.7

i

e

, .

date was the modified promissory

. ,'19

note

'

Borrower went on to further
schooling or training 112 38.3

, -.Borrower entered,public
service (,Peace Corps or VISTA) 13 '4.5

.. Borrower entered military'
service '. 86 29.4

BorftWel had illness or
2.2N .temporary disability 6 e.;

Borrower.had financial ,

difficultieS 57 19.4
Other (please specify): 18 6.3

n

Were the repayment

payment
repayment
(in months

fi -st payment was

.

k-
.

a
- e

,.

terms ?'

57 taverner

4S.(average)
Reason unknownom unrecorded -due ,, 19'.

--------,....._

%

.

18. Has the borrower 'ever been late in his repayments?
...,,,

.

, Number Percent

Yes 1,226 34.5

No (GO.TO'Q. 19) . 2,325 65.5 -

.

If YES, ,how many late payments has he made?
. ,

_ hate Payments



19. Has borrow faulted on repayment?

Number 4 Percent

666.

3053 82.4T

Yes

No (GO TO Q.. 21)

20. Did the lender contact or attempt to contact the
borrower regarding the default?

1-,
Number. Percent

Yes" , 668 BOA
No (GO TO Q. 21) '26.7
Information Not
Available (GO TO Q. 21) 65 6.5

If YES, what methods were used to contact or
attempt to contact the borrdwer regarding the
default? (Indicate the number of times each
method was,used by marking one box on each
horizontal line.)

Letters or
telegrams to
borrower

None
No. Percent

Once
No. Percent

2-3 Times
No. Percent

More Than
3 Times

No. Percent

44 6.2 62 8.5. 189 26.2 425, 59..1'
Letters or
telegrams to
school(s) 292

.

60.5 124 25.6_ 51 10.5 17 3.4
Telephone
calls to
borer 146 25.0 86 14.7 145 24.8 207 35.5
Commbnica-
Otion with
borrower's
family 171 33.6 121

.

23.8 104 20.5 112 22.1
Outside
assistance
Federal
Govt. 211 41.2 237.

,

46.4 38 7.5"

,

25,

A.

\4.,,9

State or
private '

agency 30d, 75.9 43
:t

10.94
0

38 9:5 15 .3.7

Other
(specify):._ 155 75.5 .34 16.7 6 3.1 10' 4.6

'21. If borrower has ever been late in Making paymentS, or if
he has fallen behind or defaulted is there anything,in
your experience with this borroweithat would explain
the default (or falling behind)?

Number Percent

Yes 324 19.8
No 1,312 .- 80.2
Not AppliCable- ' -

If YES, please explain:

.1

lk

PLEASE RETURN THIS FORM DIRECTLY TO TRE,SURVEY CONTRACTOR:.
RMC RESEARCH CORPORATION, 7910 WOODMONT MEN4T, BETHESDA, MARYLAND 20014
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APPENDIX C

ANSWERS TO' LENDER SURVEY ABOUT GSLP

Thig appendix presents a tabulation of answers provided by le ers in re-

sponse to 'surveyquestions. The exact form of each question is presented

alon ith the number of responses represented or the mean value of the

nume cal anSwers. The data shown have been inflated using.sampling prob-

abilities and therefore represent estimates for the universe of GSLP

° lenders having bortowers in repayment. No nonresponse or other adjustments

haye been made on he data presented in this "appendix.'

0
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5

Dear Sir:

OMB No. 51-S 74017
Exp. Date 8/31/74
RMC-1

Under contract from the U.S. Office of Education, RMC,Research is c
conducting a survey of a sample-of lending institutions participat g in
the Guaranteed Student Loan Program (GSLP). In April your institution
received a letter from the Office of Education describing this survey
and requesting Current addresses for several GSLP borrowers from your
'institution as well as your cooperation in completing a questionnaire
covering GSLP activities in your institution. As that letter described,
the purpose of this survey is to obtain lender input to the policy planning
process, to obtain data needed by OE to better forecast cash flow, and to,
further investigate borrow r"defaults. Your institution is one of 800 .4

lenders selected at rando for this survey.

We would therefore appreciate your completing the attached questionnaire
as soon as possible and returning it to RMC Research in-the envelope provided.
The questionnaire should be completed by the SenioLoan Officer (or other.
senior officer) having responsibility for the Guaranteed Student Loan Program,
although we recognize that the help of other staff may be needed for certain
data. 'This questionnaire is addressed to the selected lenders identifieeas
holders of existing GSLP lbans. If this organization is part Of a larger
organization (e.g., a branch bank), the dnswers to. some questions may require
communication with other organizational units and we would appreciate your -

coopeiation in this respect., Part I of the questionnaire concerns overall
lender experience and policies:while Part II requests supplemental data on.
-the borrowers in the sample fro your institution. -Although,it was necessary
to cover several areas with,the attached questions, we hope your organization
will provide the mostcomplete data your files permit so as to facilitate
the development of improved program operations and procedures.

Youvanswers will be held in full Confidence. OW 'hill not make your
questionnaire available to OE and will not report individual respohAes.--it
is the sum of all responses which is important to the completion Of our study.
This sample surveyis not part of any financial auditing Or claim collection
procedures. Your identification only be utiiiied internally within RMC
to coordinate data collection'and define questionnaire follow-upneeds. It
is also important that you answer the questions directly rather than just --.
repeating what you think we want to hear.

Since your help is indispensable to the successful conduct of this,study,-
we would appreciate.your prompt'attention in completing this questionnaire.
If necessary, further information Can be obtained from.Dr. Kehheth Gordon; -,
at .001) 656-2700.

RN! C Research 'Corporation'
7910 Woodmont Avenue Bethesda, Maryland 20014 Telephone: (301) 656-2700
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Please indicate person to be contacted if
some responges need further elaboration.

Name:

Telephone No.:

Lending Institution:

PART I: AGGREGATE LENDER EXPERIENCES AND POLICIES,

Section A. AGGREGATED STATISTICAL DATA

The questions of this section describe several aspects of your institution's
operations that are needed to supplement existing data so that the Guaranteed
Student Loan Program (GSLP) can be compared 'across the various types of lenders.
While we recognize some lenders' record ...nay be organized in slightly different'
ways, we would appreciate your best efforts-tolorovide as much Of.the requested
data as possible. If barriers exist, please provide the closest data possible -

and explain differences in the margin.

Please answer the following que'stions for the lending unit (e.g., branch,
headquarters, etc.) -which deals directly with the federal, state, or private
guarantee agency and is identified by the lender identification number to which
this questionnaire was addressed.

LASpecify the type of-lending unit indicated by this lender identification

1909 28.4 Headquarters with decentralized' units.. number:.
356 5.3 Branch of a larger lending. organization.

3807 56.7 Independent, unaffiliated organization
644 9_6 Other (specify):

Note that throughoutthe questionnaire we arerequesting that,your responses
include data on the UnitedIStudent Aid Fund (i.S.A:F.), if applicable.

If any of the questions are not applicable, indicate '''N/A''' beside the questions.

e

1. Please indicatt your institution's total
1973, the total dollar amount of your lo
held in GSLP loans at that time:

Total Assets-
, Total Dollar Amount of Loans

Dollar Amount of 'GSLP Loans

assets at the end of calendar year
an portfOio, and the amount you

aillSiE2121111L
$ 1,80 ,611
$ 1,062,812
$ 702,118

(Dollars Only)

2. , Indicate the number
bursements made for

Number of
Individual
Borrowers

1971 117
___172 122

1973. 131

of GSLP borrowers and
GSLP loans during, the

Total
Number
of Loans

(if different)

,.1,219
203
231

loans, and the total dollar dist
last three calendar years:

Total
Dollar

Disbursements

. 183,104
190 337
204,484

(Dollars Only)

No

Loans
Granted

,1.2,

1.6
1.1

Numbers appearing in parenthe s are keypunch instructions and should be ignored by respondent.
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4. If your records do not show the detail required in Question 3, could you
p oxide the following aggregated figures for GSLP loans you held at the
e d of 1973?

Number of students: 3,900
Number of loans: 6,500

5. As of 'December 31, 1973, what was the total outstanding amount of unpaid
GSLP loans? (Dollars only. If none in a category, write 'M.")

State or
Private Federally

Guaranteed Insured

Loans Loans

Principal (if available)
Interest (if available)
Total

$4,596,900
$ 8,369

$36,348

- Section B. DEFAULT EXPERIENCE

We would like to ask you abut your experience with borrowers who defaulted.
On their Guaranteed Student Loans in calendar year 1973.

Please indicate here if you had any defaults on GSLP loans during calendar
year 1973:

2755 41.9 Yes

3804 57.9 No

(If your answer is "Yes," proceed to Question 6)

(If your answer is "No," do not complete this section.°
Please skip to Section C, Question 9.)

We request that your responses include data on the United 8tudent Aid
Fund (U.S.A.F.), if applicable.

If any of the questions are not applicable, indicate TWA" beside the questions.

-N\ '

157
Numbers appearing. in parentheses are, keypunch instructions and should beignored by respondent.
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6. For calendar year 1973, please give aguegate figuret on all the GSLP
loans on which you filed a claim for repayment from a guarantee agncy,
because of borrower default, whether repaid iri 1973 or not. (If none,

in a category, write "O.")

Number of
Norrowers
Defaulting

Guarantor was a State or Privap
Agency ,

19.136,
r,

$

Guarantor was the Federal
Government

1

17,9

Total ;-
Dollar-
Amount

$

(Dollars Only)'

7. If you had defaulted GSLP loans against which you filed claims during '1973,

how long did you usually have to wait between making the claim'and actually
receiving payment from the guarantee agency? We would like to known the

average time you had to wait, and about how big the range is around this

average.

For Loans Guaranteed by a State or Private Agency:

The average waiting period it 8.490 weeks,

17:721.
and usually falls between, 6.086 and 9,645

(23-24) - (25 -26).

weeks.

For Loans Insured by the Federal Government:,

The average waiting period is 14.377 ,weeks,

(27 -28)

and usually falls between 12.083 and 17.4iil weeks,

Of the GSLP default claims you filed during 1973, about what percentage{'.

were returned to you with requests for further documentation? (If none

in a category, write "O.") ",

Of those claims filed"with a State
or Private Guarantee Apncy 2.,06% Were returned for further documentation.

(33-35)

Of those claims filed with the U.S.
. Office of Education -7.138% were returned for further documentation.

(36-38)
1

/ 1 a 8
Numbers in parentheses ate keypunch instructions and 'should be ignored by respondent.

150



(

.*

AN4

A

Section C. ADMINISTRATIVE PROCEDURES AND BURDEN

To help us investigate the administrdtive.burden which the Guaranteed,

Student Loan Program places on lending institutions, please answer the following
questions. .

We request that your responses include data on the United Student Aid Fund
(U.S.A.F.), if applicable._

Lf any questions are not applicable, indicate "N/A" beside the questions.

9. What kinds of appraisals do you make (financial or othez4vise) of an appli-
cant for a GSLP loan when deciding to approve or reject the. loan? "(Mark
One box on each horizohtal line.)

Always Frequently Sometimes

Rarely
or

Never
-1r -2 -3 -4

,heck eligibility against GSLP
regulations

6030
92.1$

90

1.4%
306 120

1.8%
Check personal or.family credit 3526- 1321 f° 1016 856
experience 52.5% 19.7% 15.1$ 12.7%

Check student's past School 1094 760 2078 2654
record 16.6% 11.5% 31.6% 40.3

Determine whether applis,ant,or 5329 549 377 462 \

his family is current customer 19.3% 8.2% 5.6% 6.9%

the or school the 1220 072 1427 3304.Assess program
' applicant is pursuing (academic
vs vocational)

18.4% 10.1% 21.6% 49.9%

Compare to your pr*vious history 668 554 1668 3716
with similar applicants 10.1% 8.4% 25.3% 56.2%

Other factors (please specify): 370
79.7%

63

14.7%
11

2.5%
15

3.2%

4., 15)
Numbers in parentheses are'keypunch instructions

151
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10. If the GSLP Program were to be'operated according to your views of what
constitutes a sound educational loan program, how' important.mould yoU

consider :the following factors in...approving GSLP loansl (Mark one box

on each horiiontal line.)

Applicant should be attending a degr
granting institution (not a vocation
al or specialized training institute)

Applicant should not be a first-year
student

Applicant or his family should be a
customer of the lending institution

Applicant should not, receive more for
subsidized loan than the amount of
financial need certified by his
school

Very 4Somey at - got

Important, Important Inibrtantl

-2 -3

454,
6.7/

211
17.8%

4746

... 70.21

a 4769 N
70.0%

1973
23.9%
1246
18.3%

4396
64:4%
4350
63'4.9%

1366 467

22.9% 6.8%

1688 358

24.8% 5,2%

Applicant should be attending particular 312 1088

schools in your local operating area .. 4.6% 15.91

Applicant should show a strong academic 9§3 4395

record °.- 42' '' `.' - 40 14.4.,...As.. ,, .L. 004** 0 64.6%
._.-4

Applicant's,tinaftial situation should 3220 -'.235 ok,_.

indicate loW probability of default ... .47.0% 34.3%

Applicant should not have too many other 5320 1364

debts . 77.5% . 19.9%

Minority groups should be favored over
,

others

,Particular,tage groups should be ex-

cluded

Other specify):

5446

79.5%

1424
20.9%

1285

14.7%

180

2.6%

15 , .559 6252

0.2%, 8.2% 91.6%

114 428 6301

1.7% 6.3% .
92.1%

160 32 3

81.9% 16.5% 1.6%

11. When you find it difficult td . locate a borrower of a GSLP low -whose loan(s)

has come due, how many times would you estimate that you use the following

methods to try to contact himibefore filing a default claim'? (Mark one

box on each horizontal line.)
o or More Than

c,

Telepho e calls
Letters telegrams, or mailgrams.
Private skip-trace se ice or'

cred't buteau 2300-38.7

U.S. =O fice of Education Pre-Claims
Ass stance Program (mailgram servic 2036-33.5

Cb Ali ication with borrower's relative 1455-23.7

Co ication with borrower sch ol(s 2688-45.9

ether (specify): 1784.46.1

Once
# 1 %

518- 8.3
272z 4.3

Three
Times

# 1 %

2071-33.3
2778-44.3

258- 4.3

1146-20.0

2228-36.3
1581-27.0
134-34.6

Three
Times

# 1%
3574-57.6
3216-51.3

Not
at

All

#

47- 0.7
4- 0.1

222- 3.7 3165-53.2

311- 5.4 2236-39.0

2415-39.4 38- 0.6
532- 9.1 1059-18.1
63-16.1%

Numbers in parentheses are keypunckinicructions and should b'e ignored by respondent.
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12. We would like to have ydur best estimate o how the administrative costs
of GSLP,loans compare to your experienaeuith alternate loanS to which
you might commit your funds (such as consumer installment loons or other

short-term uses), op the basis of the cbst per loan. (4arkione box on

each horizontal !Iine.),

.
,

FOifie,F011bwing Elements: _Very

The Cost of a GSLP Loan is:

Much
-,,Lower

'SomeWhat'
Lower

, -2

AIN ut °I

the

.. -3

Somewhat
Higher

-4

Very Much
. Higher

-
/i

Placing (acquiring the loan) 221-3.5% 728-11.4%2817744.5%1491-23.4%1105-17.3%
,

Establishing repayment terms 176-27% 174-2.7% 1609-25.1%3018-47.1%1435-22.4%

,Normal processing of loans
during repayment

2

0.0%

55

0.97

3470
54%1%

2138

.33.3%

746'

11.6%7

Maintenance of-Special Records
.(meeting reporting, equire-
merits, interest billing, etc.)

-)

u J
,.; 120

1.9%

946
14.7%

1&11 ,

28:2%
3516

,

54.7%

Searching for defaulters 270-4.3% 44377.1% 2911-46.9%1375-22.2%1201-19.4%

-Other important cost elements
(please specify):

a.

41
5.8%

35

4.9%

121
17.1%

1

512

72.2%

7.

b. 11-4.4% 1-0.6% 14-5..4% 23-9.2% 203 -80.4%

c. 4 3 -15.7 16-84.3%

13. Of the total costs you incur for administering GSLP loans, please estimate
what percentage (on the average) of these costs can be attributed to the
following factors. (If none in a category, write "0. ")

Placing (acquiring the loan)

Establishing repayment terms

'Normal processing of loans during repayment

16.9

0

0

16.7 0

19.0 0

Maintenance of Special Records (meeting reporting
-', requirements, interest billing, etc.)'" )29.4 %

Searching for defaulters .
9.8 %

Establishing claims on defaults 6.5 %

Other important cost elements (please specify):.
14.3 %

2.4

1.9 %

Total

Numbers in parentheses are keypunch instructions and should'be ignored by respondent.
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14. Could you give your best estimate of hem much time-your personnel spent
during an average month in calendar year 1973 handling all aspects of

Gap loans? Please estimate total man-hours per month, for the personnel

types below. (If none 'in a category, write "O.")

Officers
SupervisOrs
Tellers, clerks, and other

support personnel

Total Man -hours
Per Mbnth

Z5.0

t

15. Does, your institttion have financial ce'lin s on your total" participation
in the GSLP program? (Mark "Yes" or o or each.)
,..

0

Yes Nd

980 4368
18.3% *81.7%
441 4217

. 1180

,(99.7%)

Dollar limit .

%-of loan portfolio

3

6%

(0:3%)

er limit e8cribe):

390 100%

0ount
A '

501,747

oc\

41,504
.

- '16. In normal situations, how frequently do you fte the following procedures;
to establish repayment terms for borrowers in the GSLP program? This
question does not refer,to procedures used for locatingrand collecting
from defaditers once repayment terms have been established. Nark one box
On each horizontal line.) 4

A.

A

Face -to -face meeting with-borrower .

Telephone contact with borrower ....
Mail correspondence with borrower ..
Working,through a state guarantee

agency
Working thrau h another third party

(Specify) :
Other specify):

Numbers in parentheSes

Alwaga

2209-33.4%
546- 8.4%
2007-30.7%

319- 5.2%

'373- 6.1%

62-36.3%

Frequently

2739-41.4%
2889-44.6%
26681-40.9%

106- 1.7%

366- 6,0%

52-30.4%

Sometimes

1'

Never

'ft

1623-24.5% 49- .7% 4
2598-40.1% 449- 6.9%
1619-24.8% 236-" 3.6%

1048-17.2% 4636-75.97o

2751 -44.8% 2654-43.2% .

48-18.4% .-8- 4,9%

are keypunch ins:tructions and should be.ign5tred by respondent.
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17. Please indicate which of the following best describes your institution.
Nark only one.)

1/ I.%

25 9. We have a specific
GSLP loans

Within one of our departments we have personnel who 4o
are assigned to GSLP loans

1879-2704 Other (please explain):

tO.

4714-68.8

department that handles nothing but

18. How'would you rate the profitability of GSLP loans compared to your overall
installment loan portfolio? If you,do not have an installment loan port-

'folio,,rate the profitability of GSLP loans compared to other uses to which
you put your money. (Mark only one.)

2709 -39.7

2619-38.3
1206-17.7
119- 1.7-

11- 0.2
166- 2.4

Very mpch lower
Somewhat lower
About the same (Skip to Q. 20)
Somewhat higher (Skip to Q. 20)
Vqy much higher (Skip to Q. 20)
No applicable (Skip, to Q. 20)

19. If you stated in Question 18 that in your experience the profitability of
GSLP loans is "ve y much lower" or "somewhat lower" compared to yourfolrerall
installment loan portfolio, how would you rate the importance of the'follow-
ing factors in acco ting for this? (Mark one box on each horizontal li:e.)

Lower interest rate (includ g special
allowances)

Higher acquIsition or placement osts

Costs of locating borrower at repa ent
time

Delays when filing claim fo default .

Excessive record-keeping' and reporting,
to guaAntee agency

Other (specify):

Numbers in arentheses

Very

1 %

Somewhat° Not
I ortant I ortant

4374*83.4

1046.-20.4

1623-30.9

1655-34.8

1.30-59.1

271-79,7

49-48.6

839-16.0

2125 -41.4

2088-39.8

1404-29.5

1932-36.5

69--20.3

52-51.4

29- 0.5

1968-18.4

1538-29.3

1701-35.7

233- 4.4

01011011.

are keypunch instructions, and should be ignored by tespondent.
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SeCtion D. LENPER'PARTICI-PATION IN 'THE GUARANTEED 'STUDENT LOAN, PROGRAM

The'following questions explore the influence of various factors on the
actual potential participation of'a lending institution in the GSLP program.

, We request that your responSes include data,on the United Student Aid

Fund (U.S.A.F.), if applicable.
ept

't-7 If any of the questions' not applicable, indicate "N/A" beside the questions.

20. Of the various reasons that lead your institution to continue participation
in the GSLP program, pleaSe indicate the importance your institution,attaches
to the, following commonly-mentioned reasons. (Mark one box on each hori-

zontal line.)

The prOitability of the lo

A, service to family members of
.customers

As access to potential future
customers

Not
Important
. # I%
3207-56.8

existing
5626-87.1

2167-33.9

312- 5.0
Service to clients of an affiliated
educational institution

General assistance to the communilY in
assisting educational attendance-and
kfinancing

(6) 'Federal government request or
encourage ent for participation.,

(7) Other (speci

3147-48:9

164- 2.7

128-15.2

52.86,5

181- 2.8

1030-16.1

5071-81.9

4/

1089-16.9

3760-62.0

21. Of the reasons mentioned in Question ?20, which are 1-11

reasons for the participation of your, institution?

two most important

a. 2-68%, 4-15%, 5-8.5%, 3-3.8%, 1-3%

b. 5-47%, 3-24%, 7-13%T, 2-10%,, 1-3.5Z°

Aluinbers in parenthests-are keypunch instructions and should be ignored by respondent.
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22a. Are there conditions '(such asAchanges in operating
, program, the money mart, interest-rates for GSLP

grant, etc.) which would encourage your institution
of its current financial participation in the GSLP

1880-29.6% Yes ;

procedures of the GSLP
loans, terms of repay-
to increase the level
program substantially?

4

4470-70.42, / No (Go to Q..23)

22b. If "Yes," please describe:

fl t,

23. How would you characterize your institution's short-range expectations
with regard to your level participation in the GSLP program? (Mark
only one.)

°

330/

361

69

'2777

35

131

2523

411

4.9,

5.3

1.0

41.0

0

1.9

37.3

6.1

a

We plan to cease new lending under the GSLP program

We plan to reduce lending under this prOgram by 21% or more
.

We plan to reduce lending under this program by 10% to 2 %

We-plan to continue our level of participation At about its
current level (plus or minus .100 (Go to Q. 260

'We plan to increase lending under this program by.10% to 20%

We plan to increase,lending under.this program byl21% or more
. .

end on customer demand Wo to Q. 26a)Our participation will d

Other ekplain):
.

24',

4-

If you indicated in Question 23 that,youhdie expecting an-increase or a--
decrease of 10% or more in your participation in the GSLP program, would .

that be in: (Mark only one:)

529

76

44.9 TotalAlollaS commit d to GSLP loans ,

4.4
/

Dollars for GSLP'l as percentage of our installment loan portfOlio

1+1k-3-- Babetoial dollars and percentage of installment loan portfolio
. .

., 6.5 'fther,(specify):., ..

, liumb-ers n pArdhthesgs are

, 4,

a.

4

keypnnth,Instructinns an should be

157
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. .
. 0

,
0__

25. If you indicated in Question 23 that you are expecting an increase-ar-A-----
.

decrease of 10% or more in your participation in' the GSLP prOgiam, could

you explain briefly the reasons for the change-

4
4 lb

141

26a. Criticisms of the GSLP progTam have suggested several, aspects of it that
might act to discourage a lender from continuing or increasing participa-

tion. an you give your institution's evaluations of the follawing,factors,

that might discoUrage.its participation? TArark one box on each horizontal'

line.)

Very, Somewhat Not
Important Important Important

(1) Low interest fates compared to com-
# %

peting use of funds 3725-56,0 2596-39.0 336- 5.0

(2) Low total revenue 2668-40.9 2479-38.0 1369-21.bi

(3) High default for claim rate 1780-30.7 2425-41.9 1588-i7.4

(4) Lang sepaymerits period 3318-49.9 1795-27.0 1537-23.1

(5) High cost of processing payments 1551-23.3, 2380-36.0 2673-40.5

(61.High total cost of GSLP loans 2619-4q,.3 2016 -31.1 1857-2q.6

(7) Difficulty locating the borrowers-at
repayment time. 1866 -28.4, 2521-38.3 2l95-33.3

(8) Government delays in paying claims
against defaulters 2065-31.9- 1699-26.2 2717-41.9

(9) Too much unnecessary paperwok 3835-57.9

(f0) Other programs for student assistance
are more'efficient 5201 8.5

2374-35.9

865-14.2

413- 6.2

4712-77.3,

(11) Other (please specify):. 241-73.2 20- 6.0 69-20.8

"IL

0
26b. Of the factors.mentioned above, what are the two most important disincen,

Lives to your institution, in order of importance? ,t

1-40%, 9-22%, 4-10%, 24677.8%,
(a)

(b,)

fl

9-19%,,4-17.8%, 1-16.5%, 2-111,.

Numbers in' parentheses are Xeypunch'instruttions and should be .ignored by res'pondent.
,
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:' Does your institution havev an ass iation with a particular edUcaiional
institution sUch..that many or all-of the school's students receive
their GSLP.loans through your institution?

184- 2.7% Yes,
6560-97,3%, No (End of Questionaire)

.
0.

271,:. if "YeS," indicate the nature of that relationship: (Mark all,that-

apply)

100 School conducts a large amount of its banking activities with
this lender, ..

12 -Both lender and school are affiliates of a common parent company.
\

d15 No common ownership exists butschool regularly refers student
, 1 /

' to- this lender.°
._ .

2 No,,common ownership eXists', and no regular referrairelationship
exists, but this lender restricts loans to or.gives systematic
preference to students.:of specific schools.

Other (specify):33

27c. About what pet(entage of your GSLP.loans made during 1973went
school(s)?

53.8 % g N-37)

166 Not applicable (expiain):

22

to this.'

IliANk YOU; °

WE APPRECIATE YOUR COOPERATION. IN COMPLETING THIS/iMEStlONkAIRE.

167'
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APPENDIX D

LIST:OF SAMPLE LENDERS

This appendix Presents a list of the 784 COSLP,Jenders that were selected by

e sampling process described earlier: The OE GSLP lender file was

the source of the lender universe and accompanying daa. The lenders on this

list were the group to,wh. RMC Mailed survey questionnaires and follow-up

requests

The list presented below.is ordered by lender type and within type by

ZIP Code. The-column headings have the following meaning:

Type: Lender type as assigned and used by OE

1.

2.

3.

4.,

6.

National Banks
State"Banks (FDIC)
State Banks (Non-FDIC)
Federal Savings and Loan
State Savings and Loan
Federal Credit Union
State. Credit Union

'8. Mutual Savings Banks
9. Insurance Companies

10. Academic Institutions--Higher
Education.

11. -Direct State Lenders
(12. Other
13. Academicjnstitutions--

Vocational Education

Number: Lender (or vendor) idpntification number assigned by OE.

Name and Address: As on GSLP Master file: Same as used by OE for regular
mailing to lenders.

Loans: Number of ~borrowers who had become liable for repayment of GSLP loans
(including paid in full). This was calculated by RMC from the loan
status codes on the GSLP master iile'in January 1974.
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11.

APPENDIX E

LENDER SITE VISIT SUMMARY

MAC made site visits to 38 lenders, which are described'and discussed in

Chapter 3. This appendix presehts a single sheet summary fOr each lender

summarizing major lender characteristics, major good points, and major

problem areas-observed by MAC interviewers or described by lender officials.

The individual lender names are not included because of the-need to maintain

the confidentiality of specific responses and opinions. The default rate,

number of defaulters and borrowers in repayment were obtained from the GSLP

Loan Control Master File maintained by OE.

Each Summary identifies the lender type by a numerical code-. These

codes, as assigned and used by 0E, are as follows:

(1) National Banks

State Banks (FDIC)

(3) State Banks (Nan-FDIC).

(4) Federal Savings and Loan

(5) State Savings and Loan

(6) Federal-Credit Union

(rt State Credit Union

(8) Mutual Savings Banks

(9) Insurance \Companies

(10) Academic. Institutions--Higher Education.

(11)Direct State Lenders

---(12) Other:

(13) Acade c 'institutions- -Vocational Education

187.
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